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FRIDAY, JUNE 15, 1956 


Unitep States SENATE, 
SuBcoMMITTEE To INVESTIGATE THE ADMINISTRATION 
OF THE INTERNAL Security Act AND OTHER INTERNAL 
Security Laws, OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:30 a. m., in Room 
318, Senate Office Building, Senator Olin D. Johnston presiding. 

Present: Senator Johnston. 

Also present: Robert Morris, chief counsel; Benjamin Mandel, 
research director; William A. Rusher, administrative counsel; and 
Hubert H. Finzel, consultant. 

Senator Jounston. The subcommittee will come to order. 

The Internal Security Subcommittee has been taking testimony 
which indicates that Communists in the United States became 
increasingly active in the late 1940’s in industrial investments. We 
know from our testimony that Communists here are becoming more 
and more interested in capital enterprises. The subcommittee is now 
pursuing this line of inquiry. 

At the same time and possibly along different lines, we have noticed 
that, in recent years, a number of United States companies have been 
taken over in whole or in part under circumstances that are not readily 
understood. 

This phenomenon has been made possible through use by individuals 
of foreign banks, companies, and organizations, which have acted as a 
cover through which true identity » is hidden. The end result is an 
anonymous position in United States industry. This could represent, 
among other things, Americans evading our laws, or Communist or 
untaxpaid underworld interests. 

To the extent that this situation may be found to constitute a threat 
to the Nation’s internal security, it will be scrutinized to determine 
whether there are possible loopholes in our laws which permit these 
practices. 

We believe that evidence being brought to our attention reflects 
the need for an investigation and possible legislation to protect the 
internal security of the United States against infiltration created by 
programs of certain foreign countries which permit undisclosed moneys 
of citizens of all nations, including Communist ones, to invade the 
United States economy. 

This inquiry will be conducted by a special subcommittee of the 
Internal Security Subcommittee, of which I will serve as chairman and 
Senator William E. Jenner will be the Republican member. 
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The first witness will be Arthur I. Bloomfield, senior economist of 
the Federal Reserve Bank of New York, and Fred Klopstock, chief of 
the balance of payments division of the Federal Reserve Bank of 
New York. 

Mr. Morris. Mr. Chairman, I would like to add for the record that 
the witness this morning will speak on the limited subject of the 
flight of foreign capital, and will not go into the other aspects of this 
inquiry. 

And, Senator, Mr. Hubert Finzel, of the Post Office and Civil 
Service Committee, who has been on loan to the Internal Security 
Subcommittee, for the purpose of this investigation, will do the ques- 
tioning of this witness here this morning. 

Senator Jonnston. Mr. Finzel, you may proceed. 

Mr. Finsex. Mr. Bloomfield, you have a prepared statement? 

Mr. Bioomrie.p. I have, sir. 

Mr. Finzex.. Would you care to proceed with the statement? 

Senator Jonnston. We had better swear the witness before he 
goes into his statement. 

Will you raise your right hand? 

Do you swear that the evidence that you give before this subcom- 
committee will be the truth, the whole truth and nothing but the 
truth, so help you God? 

Mr. Buioomrre.p. I do. 

Senator Jonnsron. Will the gentleman sitting to your left at any 
time be called upon to testify or answer questions? 

Mr. BLoomFIELp. Yes, sir. 

Senator Jounston. It might be well to swear him also. 

What is your full name? 

Mr. Kuopstrock. Fred H. Klopstock. 

Senator Jonnston. Do you swear that the evidence that you give 
before the subcommittee will be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Kuopstock. I do. 

Senator Jonnston. You may proceed. 


TESTIMONY OF ARTHUR¥I. BLOOMFIELD, SENIOR ECONOMIST, 
FEDERAL RESERVE BANK OF NEW YORK; ACCOMPANIED BY 
FRED H. KLOPSTOCK, CHIEF OF THE BALANCE OF PAYMENTS 
DIVISION, FEDERAL_RESERVE BANK_OF NEW YORK 


Mr. Morris. May I ask a question? 

Mr. Bloomfield, you are the senior economist of the Federal Reserve 
Bank of New York; are you not? 

Mr. Bloomfield. Yes, sir; I am. 

Mr. Morris. I wonder if you would give the committee just a 
brief sketch of your experience with foreign capital so that we may have 
enough facts to qualify you as a witness. 

Mr. Bioomrietp. 1 have been with the Federal Reserve Bank 
of New York for the last 15 years. For the last 3 years I have been 
an officer of the organization. Iam an economist by training and by 
profession. 

I have a doctor’s degree from the University of Chicago. 
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In the course of my work I have studied and specialized mainly in 
the field of international trade and finance, and have written a number 
of books, monographs, and articles in the field, including one which is 
being submitted in the testimony here, Speculative and Flight Move- 
ments of Capital in Postwar International Finance, which was pub- 
lished by Princeton University 2 years ago. 

I wish to make it clear at the outset, Mr. Chairman, that I am not 
a lawyer, a tax expert, or a practical operator in foreign exchange. As 
already noted, I am an economist who has specialized mainly in 
international finance problems, primarily from an academic viewpoint. 

I know next to nothing regarding those segments of foreign money 
flows in which this committee seems to be the most interested. 

I have no knowledge, for example, of the extent to which foreigners 
might anonymously be gaining control of strategic American indus- 
tries. Nor do I know the extent to which Americans might be 
evading United States tax laws by operating through foreign banks 
or foreign holding companies. 

By their very nature, such operations tend to escape detection. 

My purpose here today, as your counsel has pointed out, is to present 
merely some broad comments on the nature and mechanics of foreign 
money flows in general to this country, especially those flows which 
escape their countries of origin illegally and are often held in this 
country anonymously. 

In providing you with this broad background, I shall do little more 
than summarize those points in my monograph which I think may be of 
interest to this subcommittee. 

Mr. Morris. Mr. Chairman, we have prepared extra copies of 
excerpts from that monograph. 

Mr. Bioomrigeip. At the outset I would like to submit for the 
record, at the request of your counsel, three statistical tables which I 
have had prepared and which show the total estimated amount of 
foreign capital and assets in this country at the end of 1950 and at the 
end of 1954, according to major countries or areas, and by major 
types of investments and assets. 

I want to make it clear that the estimates which we have of foreign 
capital and assets invested or held in this country are based primarily 
on reports regularly submitted to the Department of Commerce and 
the Federal Reserve banks by reporting banks, security dealers, 
branches and subsidiaries in the United States of foreign enterprises, 
and large import and export houses. 

These tables do not include those foreign-owned investments or 
assets in this country that are held in the names of American nominees 
or held in certain forms such as real estate or mortgages that are not 
regularly reported. Nor do the statistics necessarily give an accurate 
picture of the holdings of the individual foreign countries concerned, 
since some foreigners may hold dollar assets in the United States 
through foreigners of a different country. 

For example, Frenchmen might hold dollar assets through Swiss 
banks which would be reported in our statistics as Swiss investments. 

Now, Mr. Chairman, I would like to emphasize another important 
point: that, except for certain controls which we presently exercise 
over Chinese and North Korean dollar assets, this country imposes 
no controls or restrictions over the inflow or outflow of foreign or 
American capital. 
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Unlike most countries in the world, we do not have a system of 
exchange controls, with all the licensing and restrictions that that 
involves. Consequently foreign money, from our point of view, can 
come here quite freely. And, in the absence of licensing, which is 
part of an exchange control system, our knowledge of these move- 
ments must be based upon reporting systems such as I have just 
described. 

Now, a number of foreign countries, such as Canada, Switzerland, 
Mexico, and certain Central American Republics, likewise have no, 
or only limited, exchange controls, and permit money of their resi- 
dents to come here freely also. 

In this case, there is no problem for foreign money to come here, 
say from Canada. It can come here quite openly and legally from 
the viewpoint of both countries. 

This doesn’t mean to say that the money that comes here from a 
non-exchange-control country always comes here openly. For ex- 
ample, if a foreigner sends money here to avoid taxes at home—— 

Senator Jonnston. Let me ask one question right there. <A great 
many of the European countries do bave certain restrictions with 
regard to money coming to the United States? 

Mr. Bioomriz.p. Yes; I am coming to that in just one moment. 

Senator Jonnston. And Switzerland does not; isn’t that right? 

Mr. Buoomrigevp. That is right, sir. 

Senator Jonnston. That has a tendency, then, to have all the 
countries in and around and about Switzerland to use a Switzerland 
bank as an outflow into the United States? 

Mr. Bioomrietp. In come cases, undoubtedly yes. 

Senator Jounston. Proceed. 

Mr. Buoomriex.p. As I was mentioning before, if a foreigner wishes 
to avoid taxes at home, or if he fears that the government might later 
requisition his dollar holdings, he may choose to hold his dollar assets 
under American names, or through banks in a third country. And J 
am now talking about the case of foreign countries that have no 
exchange control. 

Most foreign countries do, however, have systems of exchange con- 
trol which impose limitations upon the amount of capital of their 
residents that can come here. They have systems of licensing and 
other restrictions to make this general prohibition against exports of 
private capital to this country effective. 

The tightness of these controls varies greatly from country to coun- 
try. Most foreign exchange control countries permit some categories 
of normal private capital movements to come here. 

That is to say, they might permit their resident corporations to 
hold working balances in the United States, or they might permit 
some private funds to come here for productive investment. 

But, in general, in the majority of foreign countries, it is illegal for a 
citizen to send his capital to the United States. 

Therefore foreigners in such countries that want to get their money 
out of the country into the United States, in many cases engage in 
illegal or clandestine operations designed to circumvent the exchange 
controls of their country. 

And now, sir, I would like briefly to discuss some of the motives 
that prompt foreigners, in’general, to_send money to this country. 
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In this connection we should distinguish official funds and private 
funds. A large part of the growth of dollar assets in this country 
in recent years, as this table indicates, are dollar balances held here 
by foreign central banks and eovernments for perfectly normal and 
legitimate purposes as part of their monetary reserves and as working 
balances 

On the other hand, the private capital that comes here can do so for a 
variety of reasons, some of them quite normal. A foreigner may wish 
to take advantage of superior investment opportunities in the United 
States. He might want to expand the scale of his business operations, 
or he might w ant to hold wor king balances. But a large part of the 
private capital that has come to the United States since 1945 has 
come here for what we might call less than normal reasons. 

There are two broad categories of these special types of private 
capital movements. 

The first is what I would call flight capital. Foreigners may fear 
an outbreak of war; they may be disturbed by internal political condi- 
tions abroad; they may fear inflation; they may want to evade taxes 
or capital levies. They are anxious to get their money out of their own 
currencies and into dollars. 

There is another type of the somewhat abnormal private flows wee 
the United States which I would call speculative flows. If, say, 
Frenchman feels that the French franc is going to be devalued, ‘ 
may wish to send his money to the United States in order to bring it 
home at a profit when the devaluation has taken place. 

To these two types of movements I apply the term “‘hot” money. 

I want to make it clear before discussing some of the mechanics of 
this hot money that not all the hot money comes here illegally. 

As I mentioned before, some hot money may come here from, say, 
Canada, or other countries that have no exchange controls. And 
conversely, some private capital movements that come here for per- 
fectly normal reasons may nevertheless come here illegally if they 
involve a violation of exchange controls abroad. 

Since 1945, however, there is no doubt that a considerable amount 
of foreign hot money bas come to the United States in violation of 
exchange control regulations abroad. 

Despite the exchange controls abroad, there are various loopholes 
that a smart operator, as it were, would be able to use in getting his 
money over here. 

However, it is impossible to say how much foreign hot money there 
is in this country, for one very obvious reason. Our statistics do not 
classify foreign money according to their motivations. Just taking a 
figure of private capital movements alone would not tell us whether 
the money had come here illegally or not, or whether it has come here 
for normal or abnormal reasons. 

Secondly, as I mentioned before, an apparently substantial amount 
of foreign money is held here in American names which are not picked 
up on our reporting forms. 

Since, 1952, I should point out, there has been a considerable im- 
provement in the situation. From what we know, there is much 
less private foreign capital coming to this country for flight or specula- 
tive motives, in view of the great improvement in w orld economic 
conditions. 


72723—57—pt. 31——-2 
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Finally, sir, I would like to run over very briefly 1 or 2 of the 
methods whereby foreigners who wish to get money into this country, 
and have to evade their exchange controls, are able to do so. 

I cannot pretend to list here, nor did I list in my monograph, all of 
the methods by which this end is achieved. Some of these operations 
are so ingenious and complicated that they would be known only to 
the operators themselves. I am simply going to list some of the 
“standard” methods that foreigners have used. 

One method that a foreign importer might use is with the collabora- 
tion, perhaps, of an exporter in the United States. He may comeup 
to his exchange-control authorities with an overinvoiced import 
document. 

In other words, he will say that the imports he is buying from the 
States cost him so many dollars, whereas actually they cost less. 

If he gets those dollars, he will use the surplus to hold it in the 
United States, and would have a balance in that way which is, of 
course, illegal from the viewpoint of his country. 

Conversely, a foreign exporter may underinvoice his exports so 
that when he turns over—as he must under exchange-control 
countries—the dollar earnings from exports, he does not have to 
turn over all of the dollars that he actually earned, because he has 
underinvoiced his exported goods. The balance he again holds 
abroad. 

Then, of course, there is the use of black markets abroad. Every 
American tourist that has gone abroad, that is, at least up to 2 or 3 

ears ago, knows that, if he wanted to, he could sell his dollars on the 
black market to individuals and get a better price than if he bought 
the local currency at the official rate. 

Consequently those foreign individuals who buy the dollars, dollar 
checks, dollar drafts, travelers’ checks, in black markets abroad, have 
— dollars illegally. 

other method oua be the smuggling out of domestic banknotes 
from foreign countries for sale on markets abroad. For example, 
there is a perfectly entirely legal market in New York City in foreign 
banknotes. There are similar markets in Zurich, Tangiers, Beirut, 
Hong Kong, and elsewhere. Until a few years ago, banknotes of 
countries like France and Italy and the like could be purchased in 
these markets at substantial discounts. They were originally smug- 
gled illegally out of their countries, and they are purchased quite 
openly by people who want to buy those currencies cheaply, but who 
must, in turn, smuggle them ioe into the countries concerned. 

There is another method which was quite standard, what might be 
called compensation deals. A resident in country X might agree to 
make his currency available to a resident in country Y, who, in 
exchange, makes his currency available to the resident in country X. 
In other words, there is a “swapping”’ of currencies between residents 
in two countries. No money crosses the national boundaries; the 
foreigner may get the dollars illegally and the American may get 
foreign currencies cheaply. 

Another method oul: be, in some countries, to smuggle goods out 
of a country and sell them abroad. The dollar earnings would not, 
in that case, have to be surrendered to the local authorities. 

There are a great number of other ways, sir, and I would bore you 
by continuing the list any further. Many others are listed in this 
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monograph. And, above all, many of the more complicated deals 
are completely beyond my knowledge. 

I would just like to close this statement on the hot-money move- 
ment in general by stating that, during the last 4 or 5 years, there is 
evidence, in view of the improvement in world economic conditions, 
of some substantial diminution in the inflow of this hot money to the 
United States. I daresay that some is still coming in. But, in the 
large, in the main, it has — considerably reduced. 

here are many indirect measures of evidence of this. Black mar- 
kets abroad have everywhere diminished or disappeared. Discounts 
on the local currency in black markets are now very small as com- 
pared with the official rate. The price of gold in the so-called pre- 
mium gold markets abroad is also now very close to the official rates. 
In fact, there is some evidence that the hot money that came to this 
country in earlier years has even returned home, in view of the im- 
provement in conditions abroad. 

Thank you. 

Mr. Finzex. Mr. Bloomfield, do you care to give the totals of the 
one, or Mr. Klopstock, give the committee a breakdown on the 
charts! 

Mr. BioomrFietp. You would like a total figure? 

Mr. Frvzex. Yes. 

Senator Jonnston. I would appreciate your putting those charts 
into the record too, so that we will have the charts for reference. 

(The charts referred to were marked “Exhibits Nos. 292 and 
292-A” and are as follows:) 
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Exuisit No. 292 


Total foreign assets and investments in the United States, 1950 and 1954 


{In millions of dollars] 








Western Euro- 





THE UNITED STATES 






































Western ea eae 
Total Europe pe aoe nd Other Europe 
| 
Dalihaioeastaiea , adtiabed eee apes intone 
1950 1954 ! 1950 1954 ! 1950 1954 1 1950 1954 ! 
Direct investment.................:- 3,138 | 3,981 2,056 | 2,533 19 | BO foncnbese pinion 
NN” — 2, 925 5, 254 1, 995 3, 660 61 118 14 17 
Corporate, State, and municipal 
at Sc bins bia le te ewintwesintaetll | 181 304 123 209 1 Dea oe al edcheleke 
I one inecictatesinnbibe ; 1,500 1, 486 953 938 84 84 | 19 | 17 
U. 8. Government obligations: 
tcl ie cman cial 1, 47 1, 059 466 428 22 oar 5 
OO OR 3, 733 6, 225 518 2, 452 44 16 | 1 2 
Private obligations: 
tea laid nacht --| 5,831 7, 437 2, 413 2, 856 131 | 195 20 17 
Ses Kebinnnadbcindinvisdtaesa 681 1, 022 417 705 70 15 22 2 
SN caitciataicin tocatetteigensbecteandilidinistinios 19, 459 | 26, 768 | 8,941 | 13, 781 432 | 77 76 | 60 
se Latin Ameri- Other foreign | International 
Canada can Republics countries institutions 
1950 1954 ! 1950 1954! | 1950 | 1954 ! 1950 | 1954 1 
| 
Direct investment................... 880 1, 246 139 136 44 a | s atealiedinn 
Corporate stocks. ................... 560 935 235 417 60 Oe Tobssnace | 12 
Corporate, State, and municipal 
SE asdlestapialassaiiteinipeioanatealbdcearesatinadl 28 11 16 49 7 ll | 6 18 
ST I iia wnsstnlansiubionswereinu 140 140 218 220 86 OT Sddoncaclauciaass 
U. 8. Government obligations: 
ES aire 538 7 124 215 35 21 | 285 360 
RI Osi cccaanenivedaqenas 543 | 1,018 62 57| 333 167 | 1,460] 1,675 
Private obligations: | 
acacia 393 654 1, 549 1, 829 1, 255 1, 798 70 | 88 
I ok discret coc idlase cen nk tvegensloentiai acc 34 67 123 112 15 floes | 7 
 siitiitecaphinitimetawoed | 3,116] 4,078 | 2,466 3,035 | 1,835 | 2,339 | 1,821 | 2,160 
| | 





1 Preliminary. 


3 Includes the following estimated amounts of United States currency not distributed by area: 1950, $772 


million; 1954, $838 million. 


Source: 1950 data from U. 8. Department of Commerce, Survey of Current Business, May 1954, table 2, 


pp. — 1954 data from U. 8. Department of Commerce, Survey of Current Business, August 1955, table 
» DP. 
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Exurpit No. 292-A 


Foreign holdings of domestic stocks, by selected countries, 1949 and 1954 


{Market value; in millions of dollars] 











Value, year Value, year 
end 1949 end 1954! 
= — 

a i 2, 240 | 5, 004 
akedeaenaaa a einteinieun naan maui nn ERNE EE iet sit 1, 490 3, 485 
Se ee ee te ee 68 | 150 
a a ne clverticban 57 157 
ihe ciara caaeate adie as cdf albenieleh Sgebstecaptintesieenchtatheedialiaheres tainscees eeuinini hen 312 491 
es eae Fenn SP ee eee eee a 522 | 1, 353 
a a 450 | 1, 153 
en a a | 81 | 181 
_— = > —————————— 
Western Maronpesm denendencies. <n nnn occeencccwneneneooses-- | 52 | 118 
ee emeeene me 480 | 910 
Fc nandccndbbuncudawcuiane 173 | 377 
Ce ee st modes 45 114 





1 Preliminary. 

? Grand total and area totals exclude the following holdings by United States citizens resident abroad ap- 
proximately as given for 1941 in the Treasury Census, TFR 300: Total $250 million; Canada, $25 million; 
Latin America, $40 million; Western Europe, $175 million; other countries, $10 million. 


Source: U.S. Department of Commerce, Survey of Current Business, August 1955, table 9, p. 19. 


Mr. Bioomrie.p. Well, the total amount of foreign assets and 
investments in the United States at the end of 1954, which is the 
last complete figure we have, was approximately $26.8 billion, which 
was distributed between a variety of forms of investments and assets. 

About half of this total is in the form of short-term dollar balances— 
that is to say, deposits and Treasury bills held by foreigners—and 
about half of that total again was held by foreign monetary authorities. 

The remaining assets were in the form of corporate stocks, ¢ orporate 
bonds, and direct investments, which is the foreign equity in American- 
incorporated companies in which foreigners have an important voice, 
and also branches of foreign-incorporated companies. 

I also have, sir, a separate table on foreign short-term dollar balances 
which is broken up in more detail. The total of forei ‘ign short-term 
dollar balances at the end of 1955 was about $13.6 billion. This is 
broken up according to countries, but subject to the qualifications 
which I mentioned at the beginning of my statement. 

Senator Jonnston. As I suggested a few moments ago, I think it 
would be well for that to go into the record as an exhibit, so that 
we will have it before the committee. 

(The chart referred to was marked “Exhibit No. 293” and is 
reproduced on the following pages:) 
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Senator Jounston. Is it possible at the present time for a foreign 
government to buy United States investments? 

Mr. Bioomrietp. To buy United States investments? 

Senator Jounston. Yes. 

Mr. BLoomFie.p. Yes, sir. 

Senator JOHNSTON. Now, you are speaking of money—sometimes 
they bring the money in on account of the fact that they anticipate 
that the exchange will be changed; isn’t that right? If they think 
inflation of the country’s money is coming about they will buy up 
American money under the present value of the franc or mark or 
whatever it is, and then when it goes down in value they can buy 
more marks or more francs with it. Isn’t that true? 

What I had reference to, say in France, at one time the franc there 
was worth about 20 cents, approximately. ‘Today a franc is worth 
somewhere in the neighborhood of one-fourth of a cent. So it has 
inflated much faster than the American dollar, as you can see. 

So if someone wanted to get their money out immediately after the 
war, and bought American money with it, then they could get rich 
almost overnight. 

Mr. Buoomrre.p. I suppose so, sir. 

Senator Jonnston. So, after every war, you will find that to be 
true in countries that fear there will be a big change in the value of 
the mark or franc, or whatever it may be. 

And you will also find that a long time after the war—France is 
getting a different exchange on the dollar, in some places we are 
getting 350 francs for the dollar, in other places they are getting 400 
francs for the dollar at the same time. And you find then that people 
use it on the exchange in order to manipulate and get rich, so to speak. 

Mr. Buoomrig.p. Yes, sir. 

Senator Jonunston. The reason I made that statement, I know 
from some travels overseas, I found in some of the provinces and 
colonies of France, they were paying 400. Others were paying 350. 
And it would be mighty easy then to make money by the exchange. 

You know how much foreign money now is in the United States? 

Mr. Buioomrietp. Do I know how much foreign money is now in 
the United States? 

Senator JoHNSTON. Yes. 

Mr. Bioomrie.p. It is the figure I gave before, about $26.8 billion, 
the total of foreign money invested or held in this country. 

Senator Jounston. Is there any money in the United States above 
that that you may not have any direct knowledge of? 

Mr. Buoomriexp. Yes, sir, there is, I presume—and I have no 
knowledge of its magnitude. As I said before, some of this money is 
turned over and held by Americans for foreigners. We do not know 
that. And there are also one or two minor gaps. We do not for 
example collect at the moment detailed reports on foreign transactions 
in real estate, because of the difficulties of doing so. But the main 
unknown item would probably be foreign money held under American 
names. 

Senator Jounston. Do we have very much money in England at 
the present time? 

Mr. Bioomrie.p. In England? 
Senator Jonunston. England. 
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Mr. Buioomrietp. Well, I do not have a separate figure for the 
total of British-held dollar assets, but I have a figure for the total of 
British short-term dollar assets, which is about $520 million at the 
end of 1955. 

Senator JoHnston. That is only short-term? 

Mr. Buoomrieip. That is only short-term, sir. I only have a 
figure for the total of Western Europe in terms of long-term dollar 
investments. 

Senator Jounston. How much is that in Western Europe? 

Mr. Bioomrie.p. The total investments, long and short, of Western 
Europe, at the end of 1954, were about $13.8 billion, approximately 
one-half of the total of all foreign assets in this country. The long- 
term part of that would be about $8.4 billion. 

Senator Jonnston. Have you any charts there showing, say, 5 
years ago, 10 years ago, what it was? 

Mr. Kuoprsrocx. Yes. We have statements of assets held here 5 
years ago on our tables that we will submit for the record. 

Senator Jonnston. Does it show that it is increasing or decreasing, 
or just what does it show? 

Mr. Kuopstock. The short-term dollars, as well as the long-term 
dollars, have increased substantially over the last 5 to 10 years. 

Senator Jounston. How much? Can you give the percentage, or 
just how much from a dollar standpoint? 

Mr. Kuopsrocx. As far as foreign short-term dollar assets are 
concerned, they have increased from the $8.6 billion at the end of 
1950, to $13.6 billion at the end of 1955. So that there has been a 
very substantial increase in short-term dollar assets held in the 
United States. 

Mr. Buoomrireitp. The bulk of the increase, Mr. Chairman, and 
about half of the total amount now outstanding, would represent the 
balances built up here by foreign monetary authorities, what we 
would call official funds held here as monetary reserves, and as work- 
ing balances. 

Senator JOHNSTON. Say a corporation declares a dividend in the 
United States on a corporation owned by a foreigner, or by foreigners, 
is there any tax paid on the dividend after it leaves the corporation? 

Mr. Kuopstock. Yes, there is a tax, a withholding tax on income 
obtained by alien nonresidents of the United States in the amount of 
30 percent, to my knowledge. 

Senator JoHNSTON. 30 percent? 

Mr. Kuopstock. Yes. 

Senator JoHnston. Is that on the dividend or on their earnings? 

Mr. Kuopstock. It is on the dividend. And it is a basic rate of 
30 percent. However, if there is a tax treaty between the United 
States and the country of which the nonresident is a citizen or resi- 
dent, then there may be a lower rate applicable or complete tax ex- 
emption. 

Senator Jonnston. When our tax laws give, you might say, one- 
half off on dividends, that is very beneficial, then, to anyone owning 
stock in foreign countries; isn’t it? 

Mr. Kuopsrock. I am sorry 

Senator Jonnston. Your dividends now, if you return them for 
taxation at 50 percent, would that be beneficial to the foreigner, for- 
eign government, or foreign alien? 

72728—57—pt. 31 ——3 
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Mr. Buioomrie.p. If he could pay the 30 percent withholding tax 
instead of the regular 50 percent corporate tax? 

Senator Jounston. How does that affect him now, where you can 
pay one-half the amount of the dividend? 

Mr. Buioomriexp. I presume, sir, it would be to his advantage to 
have it in such a way that he would just have to pay the 30 percent 
tax. But I want to make it clear, sir, that ] am not a tax expert. 

Senator Jonnston. Excuse me. I was thinking you were. That 
is the reason I was asking you that question. 

Mr. Morris. I wonder, Mr. Bloomfield, would it be possible now 
for moneys coming out of the Soviet Union or the satellite countries, 
or Red China, to buy into American corporations under such cir- 
cumstances that the owners of the American corporations cannot 
learn the identity of the people buying the shares. 

Mr. Bioomrie.p. I would say, Mr. Morris, that it would be tech- 
nically quite feasible, in the sense that Russia or the satellite country 
could obtain dollars in this country through some other foreigh bank, 
and that money would from our records, show up merely as something 
held by a foreign country other than Russia or a satellite state. 

And that money could, in turn, presumably be used to buy shares 
in American industries, or for any other purposes. 

I might say that the amount of dollar balances held in this country 
by Russia and satellite countries, according to our records, is very, 
very small indeed. The presumption is that, to the extent that they 
do hold dollars or dollar assets in this country, they are held by 
nominees other than the beneficial owners themselves. But we sim- 
ply have no means of ascertaining that. 

Mr. Morais. In other words, if someone wanted to buy shares of 
stock in an American corporation he could buy it simply with an 
account in Switzerland, an unnamed account in Switzerland, could he 
not, Mr. Bloomfield? 

Mr. Bioomrig.p. I presume so, yes. 

Mr. Morais. And it is possible, under the present regulations, that 
shares of stock now may be sold to invidivuals, the identity of whom 
cannot be ascertained in any way? 

Mr. Buoomrie.p. That is right, if it is held in a name other than 
the actual beneficial owner. 

Mr. Morais. Now, it could be held in the name of a bank, could 
it not? 

Mr. Bioomrietp. Well, it could be held in the name of a foreign 
bank. 

Mr. Morris. And it could be held in the name of an individual 
whose personality is amorphous, we wouldn’t know anything about his 
personality whatever. : 

Mr. Buoomrie xp. I believe, sir, that would be correct. 

Mr. Morris. And he might even be a dummy for some other person. 

Mr. BLoomrie.p. That is quite right. 

Mr. Morris. And if we now begin assessing the ownership of some 
of our more important defense industries, it is very possible we may 
not know who the controlling stockholders are, or at least, who some 
of the stockholders are. 

Mr. Bioomriz.p. I believe that to be possible. 

Mr. Morris. Do you think there is anything that can be done, 
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Mr. Bloomfield, as far as laws are concerned, that might possibly 
permit us to identify, at all times, precisely who the people are that 
are buying into our corporations? 

Mr. Bioomrrevp. I am afraid, Mr. Morris, that that is a legal 
question which would involve the question of the laws of this country, 
security laws, and laws regarding disclosure and the like which I do 
not know about. It would seem to me that, regardless of the laws 
that might be passed, it might still be difficult in some cases always to 
identify the ultimate owner because, as I believe I mentioned, this 
money may pass through several countries before it comes here. 

Mr. Morris. Now, when you said there is only a small amount of 
American dollars being held in the United States for the Soviet 
Union and its satellites, by that, of course, you mean the official 
moneys of the Soviet Union and the Government itself? 

Mr. BuioomrteLp. That is the total officially reported dollar assets 
of Russia and Russian satellite countries as reported to us on these 
forms. I believe Mr. Klopstock can give you the size of the reported | 
balances. 

Mr. Morris. These are the moneys being held by the governments 
themselves? 

Mr. Bioomrizetp. The Government, Government corporations, 
and all individual Russians, but presumably for the most part the 
Government itself. . 

Senator Jonnstron. Along that same line, that is the money that 
they make known that the Soviet nation has invested in the United 
States, and there is a possibility that other investments made through 
Canada, the banks of Switzerland, and things of that kind would not 
be included in the figures you gave. 

Mr. Bioomrizxp. If the investment were made through a Swiss 
bank it would be reported in the statistics as a Swiss investment. If 
it were held in an American name, it would not be reported here, at all. 

Senator Jounston. That is what I want to bring out, if they wanted 
to get around and not let anyone know that the Russian people or 
Government were making investments in the United States in 
strategic defense plants they could go to Switzerland and make the 
investments through the Swiss bank, and no one would know where 
it was coming from. 

Mr. Buoomrizxp. I believe that is right, sir. 

Mr. Morris. Would it be possible, Mr. Bloomfield, for, let us say, 
underworld money, untax-paid underworld money to use this avenue 
by which underworld characters may buy into American corporations? 

Mr. BLoomFIzLpD. I am not sure what you mean by “underworld.” 

Mr. Morris. Well, money illegally obtained here in the United 
States. We have, presumably, an important group of people who do 
make money illegally and do not report that money through the 
internal revenue system. 

Mr. Bioomrig.p. And what is your question, again? 

Mr. Morris. Would it be possible for persons making their money 
illegally in that fashion to buy into American corporations because of 
the looseness of our arrangements at the present time? 

Mr. Buoomrietp. Well, as I said before, it is perfectly legal for 
anybody to put money or invest money in this country. We have no 
regulations against the investment of foreign money, as such, except, 
as I said, in the case‘ofjRed_ Chinafand, North Korea, where we have 
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special regulations. So that it would be quite feasible for anybody to 
buy shares in an American company. The question is whether it is 
done anonymously or openly. And it could be done either way. 

Senator Jonnston. For instance, even an American, if he had made 
money and did not want to return it for taxation and wanted to evade 
the tax laws, he could take that money to Switzerland and deposit 
it in the bank there, and, through the bank, could buy corporate 
properties in the United States or anything else, the way it is oper- 
ated at the present time, and you could never check up on that money 
at all. 

Mr. Buioomritetp. I believe that could be done. 

Mr. Frnzeu. Mr. Klopstock, will you give the breakdown on the 
amount of the Soviet investments here 5 years ago and today? 

Mr. K.xopsrock. Well, the short-term dollar assets of the Soviet 
Union in United States banks as shown on our records at the end of 
December 1950 amounted to $4 million. 

Mr. Frvzeu. $4 million? 

Mr. Kuopstrock. $4 million, a very small amount. And today, 
at the end of December 1955, that amount has gone down to $704,000. 

Mr. Finzeu. $700,000? 

Mr. Kuopstock. $704,000 at the end of 1955. 

Mr. Frnzeu. Will you give the figures on the Swiss for that 5-year 
period? ° 

Mr. Kuopstock. They are very big. At the end of 1950, short- 
term dollar assets of Switzerland were $546 million.® At the end of 
1955 they had increased to $750 million. Part of those holdings are 
held by the monetary authorities of Switzerland, and part by Swiss 
banks and Swiss citizens, Swiss individuals. 

Senator Jonnston. Have you, also, the breakdown there on 
Canada? 

Mr. Kuopstockx. Yes; we have. On Canada we have very com- 
plete figures, both on short-term assets and on long-term assets. 
Total holdings of Canada, short and long term, at the end of 1950 
amounted to $3.1 billion; and at the end of 1954 to $4.1 billion. 
Those are short-term and long-term assets. We also have further 
breakdowns on Canada. 

Mr. Morris. What was the figure on Canada? I didn’t hear that. 

Mr. Kuoprstocx. The total holdings, short-term and long-term, of 
Canada at the end of 1950 were $3.1 billion; at the end of 1954 they 
had increased to $4.1 billion. 

Mr. Morris. Billion, you say? 

Mr. Kuopstock. Yes, billion. 

Mr. Morris. Mr. Chairman, I would like to put into the record 
the excerpts from Mr. Bloomfield’s book Speculative and Flight 
Movements of Capital in Postwar International Finance, a mono- 
graph prepared by Mr. Bloomfield. 

Senator Jounston. This is broken down—it consists of about 
eighteen and a half pages. 

So this will become a part of the record. This is from your book, 
Mr. Bloomfield? 5 

Mr. Bioomrietp. It is from my book, but the excerpting is not 
mine. 

(The excerpts are marked ‘Exhibit No. 294” and read as follows:) 
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Exuisit No, 294 
{Excerpts from Princeton University Monographs, 1954] 


(The author is Mr. Arthur I. Bloomfield, officer of the Federal Reserve Bank of 
New York with the title of senior economist) 


A. SPECULATIVE AND FLicHt MovEMENTS OF CAPITAL IN PostTWAR INTER- 
NATIONAL FINANCE 


I. INTRODUCTION 


Interwar experience had clearly demonstrated that unfettered freedom to move 
private capital across national boundaries could involve major disturbances and 
damage to international and internal financial stability, and it was recognized 
that relatively few countries could safely or wisely tolerate the luxury of such 
freedom in the future. 

A relatively small number of countries, most notably the United States, have 
permitted virtually unrestricted transfers of all categories of capital to and from 
all countries. But these exceptions do not seriously detract from the general 
rule that throughout the postwar period private capital movements, especially 
disequilibrating outward capital transfers of the speculative and flight varieties, 
have characteristically been subject to restrictive controls designed to keep such 
movements to a minimum. Even where no such controls have been imposed, 
moreover, monetary authorities have at times tried to discourage undesirable 
‘apital flows by indirect measures. 

The cross-currents of these postwar hot money movements have been of a 
very diversified and shifting character. An indication of their variety may be 
provided by the following illustrations of some of the major flows. For example, 
there have been heavy speculative outflows from the United Kingdom to the 
United States during the British balance-of-payments crises of 1947, 1949, and 
1951-52, followed in each case by some reflux. The United States has also been 
the repository of large and periodic hot money inflows from almost every other 
Western European country with the possible exceptions of Switzerland and 
Belgium; France, Italy, and Germany have undoubtedly been the major individual 
sources of such capital. There have been large movements of speculative and 
flight capital between Western European countries themselves, the largest 
importers being Switzerland and Belgium although even they at times have been 
exporters of such capital to other European countries. A massive movement of 
private capital from the United States to Canada, in substantial part for specu- 
letive reasons, occurred in the third quarter of 1950. There were heavy move- 
ments of private capital from the United Kingdom to South Africa in 1947-48 
and to Australia in 1948-50, the former being in part of a flight variety and the 
latter in part of a speculative character. Uruguay was the depository of a short- 
lived but marked inflow of European flight capital following the outbreak of the 
Korean war, and there were substantial two-way speculative movements of capital 
between Mexico and the United States in 1947-52. Speculative and flight capital 
movements to the United States and certain Western European countries from 
the Middle East, the Far East, and South America have also occurred on a large 
but irregular scale throughout the postwar period. Some European flight capital 
has also moved to Canada in recent years. 


Ill. STRUCTURE OF POSTWAR CONTROLS OVER PRIVATE CAPITAL MOVEMENTS 


4. Flows of private foreign capital into exchange-control countries, while often 
requiring prior approval of the authorities, have been permitted relatively freely. 
Approval is sometimes withheld, however, where the incoming capital is not for 
“productive” purposes, involves a controlling interest in a domestic enterprise, 
or does not meet other related requirements. 

In addition to countries maintaining systems of exchange control, there are a 
number of countries which throughout the postwar period have been completely 
free of exchange restrictions on capital- and current-account transactions and 
which have consequently given unrestricted freedom to all categories of outward 
and inward capital movements. In this class have been the United States (ex- 
cept for its foreign funds control), Mexico, El Salvador, Panama, and Guatemala. 
Honduras formally joined the list of exchange-control-free countries in 1950, and 
Canada removed all exchange restrictions in December 1951. A number of other 
dollar-area countries, including Cuba, the Dominican Republic, Venezuela, and 
Haiti, have also been completely or virtually free of restrictive exchange systems 











1684 SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 


and have permitted freedom of capital movements. Switzerland has bad only 
mild exchange restrictions and has allowed relatively complete freedom of capital 
movement throughout the postwar period." 


IV. MOTIVATIONS 


International political tensions and the fear of another world war have un- 
doubtedly been the major cause of postwar capital flights. Owners of capital in 
countries most likely to be overrun by invading Communist armies and/or affected 
by bombing and other military operations have had an obvious incentive to seek 
means of safeguarding their capital against seizure or destruction by exporting it 
to “safer” countries. Large flights of capital motivated by such fears have un- 
doubtedly taken place from many Western European countries, especially from 
countries like Western Germany on the frontier of the Iron Curtain. The capital 
has characterically moved to the United States, Switzerland,” Canada, and cer- 
tain Latin American and other countries. This movement appears to have been 
considerably accelerated in the period immediately following the outbreak of the 
Korean war, and it has indeed tended to be correlated with major international 
political crises. 

Clearly there has been an incentive for owners of wealth who have anticipated 
the imposition of such levies to export their capital from the countries concerned. 
To take but one example: the drastic monetary reform in Western Germany in 
1948 had been widely anticipated for several years, and many Germans had 
undoubtedly sought to escape its effects by placing part of their wealth abroad. 

The extraordinarily heavy postwar burden of taxes in many Western European 
countries has also motivated a creeping flight of capital from many of these 
countries on the part of individuals and corporations anxious to evade such 
taxes or at least to reduce their total tax liabilities. Switzerland has long been 
a favorite depository of capital fleeing onerous taxation, but in the postwar 
years there has also been a growing interest in Liechtenstein, Tangier, Panama, 
and one or two South American countries, notably Uruguay, as depositories of 
this and other forms of flight capital. 


Vv. MECHANICS 


It seems necessary to examine some of the more common methods by which 
hot money movements have been effected in the postwar period. Clearly no 
special problem of mechanics arises in those cases where private capital is free 
to move to foreign countries in general or to specific overseas areas. Private 
persons and institutions wishing to export their capital can do so legally through 
regular channels. This does not mean that the capital is always exported openly 
in these cases. In some instances, such as where tax evasion is involved, or 
where the owners fear that at some later date the authorities may requisition the 
assets of nationals held abroad, capital exporters may keep their foreign holdings 
in such forms as to cloak the true ownership of their holdings or to minimize the 
possibility of their being detected. 

Obviously, no attempt can be made here to'list all“of the many ways in which 
capital has been illegally exported, some of them, in fact, being of so highly 
cameron and ingenious a nature as to be known only to the operators them- 
selves. 

In many cases where domestic capital is illegally exported, the balances and 
other assets accumulated abroad tend to be held by the owners under the names 
of individuals in the foreign countries concerned or through banks in third coun- 
tries, rather than under their own names, so as to minimize the risk of subsequent 
detection by the authorities of the capital-exporting countries. Before the war 
the principle of the inviolability of banking secrecy had been deeply rooted, but 
during the postwar period it has been subjected to some severe shocks. The 
United States Government, for example, has, as we shall see later, cooperated 
with many foreign governments in enabling them to recapture some of the assets 
held illegally by their nationals in this country by turning over to these govern- 
ments the names of the individuals holding such assets, 





1 Until September 1949, however, capital from the Unived States (including repatriated Swiss capital) 
could be converted into Swiss francs only through a free market (the so-called finance dollar market), since 
the Swiss authorities, in an effort to restrain domestic inflationary pressures, refused to buy the dollars 
and gold that were the counterpart of such capital inflows. Since December 1950 capital transfers excced- 
ing 500,000 Swiss francs to and from countries with which payments are controlled require a license. 

% It has been report: d that during the postwar period Switzerland has not been as ‘‘popular’’ a deposi- 
tory for funds seeking safety from a world war as it was in earlier days in view of a belief that ifsuch a war 
broke out Swizerland would no longer be insulated from it. 
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Overinvoicing and underinvoicing 


The overinvoicing of imports and the underinvoicing of exports have long been 
standard methods of illegally acquiring foreign exchange, and there is good reason 
to believe that these devices have been widely used by foreign traders through- 
out the postwar period. In the first case, of course, the importer is enabled to 
purchase more exchange from the control authorities than he needs to pay for the 
import shipments, and in the second case the exporter is enabled to avoid sur- 
rendering to the authorities (or having to sell on a free market) all of the exchange 
that he acquires from his exports. These practices are commonly difficult to 
detect and to control and have been a favorite channel through which capital 
has illegally escaped from a country. 


Smuggling of domestic bank notes 


Another device by which residents of exchange-control countries, especially in 
Western Europe , have illegally obtained foreign exchange has been the smuggling 
out of domestic banknotes in person or through the mail for sale on markets 
abroad. Zurich and New York are the most important markets for foreign bank- 
notes, which can be freely bought and sold in these centers. Since the bulk of 
the notes circulating in these and other free markets (e. g., Tangier, Beirut, and 
Hong Kong)“ have been smuggled out of their countries of origin and must be 
smuggled back in again, they are characteristically quoted at discounts, which 
fluctuate according to supply and demand. The chief purchasers of notes in 
these markets are persons olianiie to travel to the countries concerned or to 
make remittances and certain other payments therein, and who are attracted 
by the discounts at which the notes can be acquired relative to the official rates 
of exchange. Other purchasers are speculators hoping to make a profit by 
anticipated increases in the price of these notes, and agents (especially in Switzer- 
land) who carry on an organized business of smuggling them into their countries 
of origin in order to make payments on behalf of clients in outside countries. In 
some cases the discount on a country’s banknotes abroad is so substantial that 
tourists from that country find it worthwhile to use the bulk of their allotted 
travel exchange to purchase these notes on outside markets and to smuggle them 
home at a profit; this has apparently been the case with many French and certain 
other European travelers visiting Switzerland. 

The logic of this procedure has been primarily to keep down the size of the 
discounts at which the domestic banknotes are quoted on overseas free markets, 
notably Zurich, wide discounts in themselves being considered a potent cause of 
capital flight because of their adverse effect upon confidence in the currencies 
concerned. It was recognized that freedom for travelers to bring in domestic 
banknotes without limitation would involve some loss of foreign exchange to the 
authorities, but it was believed that this loss would be more than offset by the 
reduction in capital flight associated with the decrease in the discounts at which 
domestic banknotes were quoted abroad. 

The narrowing of the overseas discounts on Belgian banknotes, however, not 
only made it more attractive for residents to smuggle out notes in excess of the 
legal limits, but also made it possible, by triangular operations, for residents of 
third (European) countries, anxious to acquire dollars or Swiss francs illegally, 
to do so more cheaply through this than through other channels. Because of the 
resulting pressure on Belgium’s balance of payments vis-a-vis Switzerland and 
certain other countries, a number of changes were subsequently made in the 
‘banknote accounts” system and by June 1951 it was abolished altogether. 


Private compensation deals 


Foreign exchange has also been illegally acquired by residents of a country, 
for capital flight or other purposes, via the transactions sometimes referred to as 
private compensation deals or inland payments. In the simplest form, a resident 
of country (United States) agrees to make a payment or to hold balances in the 
United States on behalf of a resident of a country (Canada) with whom he is in 
contact, in return for which the resident of Canada agrees to hold balances or to 
make a payment in Canada on behalf of the resident in the United States. At 
least one of the countries concerned has an exchange-control system, and both 
might haveit. More frequently, the process is institutionalized into an organized 
international business, the individuals concerned dealing only with brokers who 





4 A number of Western European countries have in recent years authorized their banks freely to buy and 
sell foreign banknotes at rates determined by supply and demand, but these markets operate within the 
framework of the regulations regarding the legal import and export of such notes. 

For an account of the role of greenbacks and certificates in Korean capital flight, see my Report and 
Recommendations on Banking in South Korea, Monthly Statistical Bulletin of the Bank of Korea, June 
1952, pp. 60-62. 
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have contacts with brokers in other countries. Thus, for example, a resident of 
the United States pays local currency to a broker in the United States in return 
for which the latter, through his foreign contacts, makes a payment on the 
former’s behalf to a person whom he designates in Canada; and a resident of 
Canada pays local currency to a broker in Canada who makes a payment on the 
former’s behalf to a person whom he designates in the United States. The rates 
of exchange at which these inland payments are effected tend, of course, to quote 
the softer (or less hard) currencies at a discount relative to the official rates. 

A large part of this business is centered in Switzerland in the hands of business 
houses, small banks, and agents of all kinds who arrange private compensation 
transactions not only between Switzerland and individual foreign countries but 
also between foreign countries themselves. Thus, a resident in the United States 
might transfer funds to Canada by paying local currency to a broker in the 
United States who in turn arranges the payment in Canada through Switzerland, 
which acts as a clearing center. A market of this kind for inland payments in 
various foreign countries is also centered in New York in the hands of various 
exchange dealers, who regularly quote rates for the different currencies involved. 
An American, who has a remittance or certain other payments to make to an ex- 
change-control country abroad and who is attracted by the favorable “inland 
rate” on that currency, will pay his dollars to a New York dealer, who credits the 
dollars to his contact abroad; and the dollars in New York are in turn paid over 
to some party here designated by a client of the foreign contact, thereby provid- 
ing a channel whereby foreigners can illegally acquire dollars to build up balances 
or to make unauthorized expenditures in this country. Substantial payments 
through this channel have apparently been made by Americans during the post- 
war period to France, Italy, Greece, Austria, Germany, and sterling area coun- 
tries. 


Premium gold deals 


The chief gold markets of the world are located in various far eastern and 
middle eastern centers, such as Beirut, Bombay, Alexandria, and Hong Kong, 
and private gold markets also exist in a number of Western European and Latin 
American countries. In most of these cases, private gold hoarding and domestic 
gold trading are perfectly legal, although restrictions are usually imposed on the 
import and export of gold on private account. Prices in these markets most 
commonly range in excess of official gold prices, even when the former are con- 
verted into dollars at free or black market exchange rates. 


Triangular exchange deals 


Individuals in exchange-control countries wishing to obtain dollars or other 
specific currencies that are denied them by their authorities may sometimes find 
it easier or more advantageous to do so through third countries. Thus, for 
example, the broad facilities of the black market in France and the free dollar 
market in Switzerland have prompted some residents of other European or outside 
countries to acquire their dollars indirectly by first acquiring French or Swiss 
frances, illegally or otherwise. An apparently commoner variety of this type of 
operation in the postwar period has been for residents of a country in a given 
monetary area, within which private capital transfers are free, to shift funds to 
other parts of the area where laxer exchange-control administration permits an 
easier conversion into dollars than at home. A substantial amount of British 
and French capital, for example, is believed to have migrated to outlying parts 
of the sterling and franc areas, respectively, for this specific purpose. In the case 
of the sterling area, moreover, a free dollar market exists in Hong Kong which, 
at least until the imposition of controls over sterling transfers, enabled some 
British capital to escape into dollars through this particular channel. 


VI. ILLUSTRATIONS 
France 


Probably no country in the world better illustrates the operation in actual 
practice of the various motives and mechanics of flight and speculative capital 
movements, as outlined in earlier sections of this paper, than France. No major 
country has, over the years, suffered more from wars and from continuous internal 
and external depreciation in the value of its money. As a result, the French 
people have long since became exceedingly conscious of and sensitive to these 
developments and rumors of such; and the tradition has been firmly established 
of keeping substantial funds abroad, and of hoarding gold, to insure against such 
contingencies. In such a psychological atmosphere, every little development 
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that would seem to presage inflation, exchange depreciation, or war is sufficient 
to provoke a flight of capital. 

The major financial and political disturbances that have occurred in France 
during the postwar years, including inflation, exchange depreciation, internal 
political instability, and war scares, have perpetuated and indeed intensified this 
capital flight sensitivity on the part of the French people. Not only has there 
been a creeping exodus of private capital from France during most of the postwar 
period as a whole, but the exodus has been powerfully accentuated during major 
French balance-of-payments crises, notably in the winters of 1948-49 and 1951-52. 
The bulk of this capital has apparently gone to the United States and Switzerland. 
That such capital movements, as well as the flight into gold, have been exceed- 
ingly large is a notoriously well-known fact, but no reliable statistical information 
is available. Unofficial estimates, of uncertain value, generally place the total 
of French postwar capital flight into hard currencies and gold at between $400 
million and $600 million a year. On a number of occasions there was a net 
repatriation of French capital from abroad (and some inflows of private foreign 
funds), but for most of the period the net movement of private capital has been 
conspicuously outward. 


Intra-European movements 


Large speculative and flight movements of capital have taken place between 
the various countries of Western Europe during the postwar period. These 
movements have been associated with periodic expectations of changes in Western 
European exchange rates inter se and with the fact that certain of these countries, 
notably Switzerland and Belgium, have been regarded as good places of refuge for 
flight capital escaping from others. 

Despite their obvious limitations, these statistical series, supplemented by other 
information, suggest the following conclusions as to the probable direction of 
some of the major intra-European hot-money movements since the beginning 
of 1949: 

1. In the third quarter of 1949, heavy speculation against the pound in view 
of expectations of its devaluation relative to other European currencies appar- 
ently led to a heavy movement of capital from Great Britain (and the sterling 
area as a whole) to the Continent, especially to France and Italy. In the fourth 
quarter of 1949, however, part of this capital appears to have returned, after the 
realinement of exchange rates had occurred. 

2. In the third quarter of 1950 there was evidence of a large outflow of capital 
from Germany associated with that country’s crisis in the European Payments 
Union, which led to rumors of a devaluation of the deutschemark. 

3. A very heavy net inflow of foreign capital into Great Britain in the fourth 
quarter of 1950, and especially in October of that year, was associated with strong 
rumors of a pending appreciation of the pound. The inflowing capital came 
chiefly from Belgium, Germany, Italy, the Netherlands, and France, and mainly 
reflected the leads and lags effect and opmmetions in the forward market. 

4. In the last half of 1951 and the first half of 1952 there was a massive move- 
ment of capital to Western Europe from the sterling area as a result of the British 
balance-of-payments crisis and expectations of a depreciation of the pound. 
Switzerland, Italy, Belgium, and Sweden appear to have been the main recipients 
of this capital. The statistics also point to a large net capital outflow from France 
in the last quarter of 1951 in keeping with that country’s payments crisis. 

5. The statistics for the last quarter of 1952 suggest large capital outflows from 
Germany and France and inflows to Great Britain. 

6. Over the period 1949-53 as a whole, Switzerland and Belgium were large net 
importers of flight and speculative funds from other Western European countries. 
Smaller amounts of capital went on balance to Portugal (apparently mainly flight 
capital) and to Sweden. 


Canada 


A spectacular net movement of private capital from the United States into 
Canada, amounting to almost 1 billion Canadian dollars, occurred in 1950. This 
movement, the largest in Canada’s history, was concentrated mainly in the months 
of August and September and was chiefly associated with strong expectations of 
an appreciation of the Canadian dollar. Part of the capital inflow, however, 
represented long-term American investment in Canadian industry and natural 
resources in continuance, although on an accelerated scale, of a trend that had 
been going on for many years. 

When the Canadian dollar was devalued by 10 percent in September 1949 
from its parity with the American dollar, there were many even then who felt 
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that, in view of Canada’s strong external and internal position, it would only be 
a matter of time before the former parity would be restored. Expectations of an 
appreciation of the Canadian dollar crystallized rapidly after the outbreak in 
mid-1950 of the Korean war, which generated strong inflationary pressures and 
which strengthened the belief in some quarters that Canada would upvalue its 
currency as it had, under similar circumstances, in July 1946. Much more im- 
portant, however, were the favorable underlying long-run prospects for the 
Canadian economy and its balance of payments in view of the recent, rich dis- 
coveries of oil, iron ore, and other natural resources and of the great development 
boom that was going on in that country. Sparked by these considerations, capital 
poured into Canada from the United States in order to profit from an expected 
exchange appreciation and from the attractive investment opportunities. The 
resulting rapid enlargement of Canada’s international reserves served to 
strengthen the expectations of appreciation and to spur further speculative capital 
inflows in a self-inflammatory fashion. 

A large net capital inflow into Canada from the United States, amounting to 
554 million Canadian dollars, again occurred in 1951, but this was of an essen- 
tially different character from the inflow in 1950, since it consisted almost entirely 
of direct investments of 270 million and large net Canadian issues in the United 
States (i. e., new issues minus retirements) of 245 million, 

Speculative movements of capital again came into play on a large scale during 
1952, but in the opposite direction. As the Canadian dollar rose above parity, 
there were increasing anticipations that the rate movement would reverse itself, 
in part because of the deep-rooted belief that the “normal” relationship with the 
United States dollar was in the close vicinity of parity. As a result, there was 
an increasing tendency during that year for Canadian importers to settle out- 
standing debts in the United States, to speed up payments for current imports 
from the United States, and to buy American dollars forward; and for Canadian 
exporters to delay the repatriation of their American dollar earnings. 


Uruguay 


In the period immediately following the outbreak of the Korean war, the 
emergence of acute fears of another world war set into motion a considerable 
volume of capital flight from Western Europe. While much of this capital moved 
to the United States and Switzerland, some of it sought other centers because of 
a belief that, if a world war broke out, the United States would again block the 
dollar assets of European countries and Switzerland would this time get involved 
in the war. One of the centers chosen was Uruguay, and during the summer of 
1950 there was an apparently substantial movement of capital, including European 
funds already held in the United States, to that small country. (Smaller amounts 
of European capital moved to other Latin American countries, notably Mexico, 
Venezuela, Panama, and Cuba.) 

Uruguay, “the Switzerland of the Western Hemisphere,” was selected as a place 
of refuge for a number of reasons. It had a free exchange market through which 
capital could freely come and go or be converted into dollars, other currencies, and 
gold. It was far from possible involvement in a war or enemy attack. It enjoyed 
reasonable internal political stability and was generous in its taxation and super- 
vision of foreign long-term capital. Finally, it was in the midst of an economic 
boom associated with soaring wool prices following the outbreak of the Korean 
war. 

No reliable estimates are available regarding the magnitude of the aggregate 
flow of capital to Uruguay during this period, especially since most of the capital 
passed through the hands of exchange brokers and private banks in the free 
market rather than through official channels. Unofficial estimates have ranged 
from $125 million to $450 million, but the correct figure was probably closer to 
$200 million. 

The movement of capital to Uruguay was short-lived, being chiefly con- 
centrated in the 3 or 4 months following the outbreak of the Korean war. In fact, 
in the spring of 1951, with the subsidence of fears of another world war and 
with the collapse in wool prices and the rapid deterioration in Uruguay’s inter- 
national payments position, the flow of capital began to reverse itself. In the 
year that followed, most of the European refugee capital that had entered Uruguay 
in 1950 appears to have been withdrawn. 


Vil, EFFECTS 


It is evident, for example, that a significant part of the foreign aid of the United 
States Government has in effect gone to finance hot-money movements from the 
recipient countries to the United States and elsewhere. Credit extensions under 











SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 1689 


the European Payments Union have likewise reflected in part the financing of 
intra-European hot-money movements. Since most of the countries which have 
been large net importers of speculative and flight capital, e. g., the United States, 
Switzerland, and Belgium, have been free of, or have had only relatively limited, 
payments and direct trade controls, the acquisition of reserves from these capital 
movements has not resulted in any significant reduction of such controls where 
they have existed. Thus, from the viewpoint of the world as a whole, the levels 
of trade and payments restrictions have been higher than they would have been 
in the absence of hot-money movements. 

Hot-money movements, especially of the flight capital variety, have yielded no 
benefits to compensate for the disturbances which they have caused. Unlike 
‘normal’ foreign investments, they have not significantly added to productive 
capacity or the level of output in the receiving countries; they have not provided 
a reserve of overseas assets that could be mobilized in case of need by the authorities 
of the capital-exporting countries (since most commonly the capital is outside the reach 
and/or the knowledge of the authorities); and for the most part they have yielded 
no foreign exchange to the authorities of the capital-exporting countries in the 
form of investment income. 


Vill. INDUCING THE REPATRIATION OF DOMESTIC CAPITAL 


Unilateral attempts 


In attempting to deal with this problem, a number of countries have declared 
amnesties with respect to repatriators of assets illegally held abroad in that they 
have been promised freedom from penalties for their fraudulent status, or in some 
cases only nominal penalties in the form of a specified tax. More positive in- 
ducements to repatriation have also been given in various cases, Thus, for ex- 
ample, the French in January 1948 authorized residents to repatriate capital 
illegally held abroad at the favorable rates prevailing on the free foreign exchange 
market in Paris established at that time. Briefly, these schemes involved ar- 
rangements whereby undeclared assets abroad could legally be used by their 
holders to finance the importation into the two countries of specified goods, 
usually commanding high prices on local markets, or legally be sold at favorable 
rates to other importers of such goods. Approximately $250 million of capital 
was repatriated to Italy through this channel in 1946-48, and perhaps about $60 
million to France in 1948. 

A different type of measure used in a few cases to encourage capital repatriation 
has been the adoption of internal financial policies designed to create shortages 
of liquid funds and thereby to bring pressure to bear on the owners to bring 
their funds home to meet needed local expenditures which cannot otherwise be 
financed. Both Italy and France, for example, have at times introduced meas- 
ures of monetary restraint with this as one of the objectives in mind. 


Cooperative measures 


In some cases countries have been able to get control of their nationals’ assets 
illegally held abroad as a result of assistance rendered by the countries in which 
such assets are lodged. Thus, for example, the Anglo-French financial agreement 
of March 1945 provided that the two Governments would make available to 
each other rny information that they might possess regarding existing assets 
held by nationals of the one country in the territory of the other 


IX. POSSIBLE SOLUTIONS 
Tightening controls 


One possible solution to the problem would be to tighten existing controls over 
hot-money movements and to attempt to close the loopholes through which 
these movements have occurred. Most countries that have, despite the existence 
of controls, been subjected to sweeping outflows of capital have in fact done 
precisely this on various occasions when these outflows were making heavy 
drains on their reserves, 


Cooperative measures 


Another possible approach to the problem of controlling hot-money movements 
would be through international, or at least bilateral, cooperation. A consider- 
able amount of official lipservice has in fact been given to this approach. Thus, for 
example, a standard clause in postwar British monetary agreements with individual 
Western European countries provides that: ‘‘The two contracting governments 
shall cooperate with a view to assisting each other in keeping capital transactions 
within the scope of their respective policies, and in particular with a view to pre- 
venting transfers between their areas which do not serve direct and useful economic 
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or commercial purposes.” Despite these official sentiments, however, there is 
little evidence of any significant amount of cooperation in this field in the postwar 
period. 

International cooperation in controlling unwanted capital movements could 
take two major forms. One would consist of the exchange of information regard- 
ing assets held by residents of one country in the territory of another. Postwar 
experience, as we have seen, provides a few examples of this type of cooperation, 
although it was limited only to assets that had been accumulated before and during 
World War II and were being held thereafter in violation of exchange regulations. 

The other major form of international cooperation in this field would consist of 
action on the part of capital-importing countries to restrict undesirable capital 
inflows in order to reinforce the controls of the capital-exporting countries over 
capital outflows. 

Reducing liquidity 

It was noted in an earlier section that the wherewithal for the large postwar 
hot-money movements has been provided by the abnormal liquidity and monetary 
ease prevailing in the majority of countries in the postwar period. While it is 
clear that measures of restraint could, if carried far enough, reduce capital out- 
flows (of all kinds) appreciably, it is not clear how far restraint would have to be 
applied in any given case to yield really significant results in this way, especially 
if the outflows are of the sweeping capital-losing countries would be willing, at the 
cost of possible unemployment, to push restrictive measures as a means of accom- 
plishing this particular objective. 

Attacking the motives of hot money 

The most attractive method of controlling hot-money movements would be 
to remove, or at least greatly reduce in importance, the underlying causes of 
these movements. In this connection the distinction which we have drawn 
between speculative and flight movements becomes of great importance. For 
while, as we shall see, it is within our reach to attack the motive behind specula- 
tive movements with some success, there is relatively little that can be done at 
any one time, especially by individul countries, to remove the major causes of 
capital flight, namely, war scares and internal political instability. 


xX. CONCLUSION 


As long as such conditions prevail, the problem will continue to be a trouble- 
some one, regardless of the use of exchange-control devices or of the resort to 
special gimmicks designed to meet it. Such measures will in themselves relieve, 
but not adequately solve, the problem. The roots of the problem lie deep; and 
the only sound solution is to attack it at its roots. 

Senator Jounston. Do you know what bank restrictions happen 
to be, entirely in regard to disclosing the client that has the money 
and where the money came from? 

What I have reference to is this. You know in the Swiss banks it 
is impossible to get any information, it runs by numbers in a great 
many cases, it is just deposited by number, and you do not know 
who deposited the money, where it came from, or the source, or 
anything else. It is impossible for you to get any information. Is 
that true in the banks of Canada? 

Mr. Buioomriz.p. I don’t know the answer to that question. May 
I consult for a moment? 

Senator Jonnston. You may. I am seeking information. 

Mr. Buioomriztp. I don’t know the answer to that, sir. 

Senator Jonnsron. I think that would be a very interesting point, 
due to the fact that that is the trouble with dealing with the Swiss 
bank, you can’t find out where it comes from, who deposited it in the 
bank, or anything else. 

Mr. Morris. Now, that $750 million in the Swiss accounts is 
investments of all kinds, American investments of all kinds? 

Mr. Kuiopstocx. No; those are short terms—they are deposits in 
the American banks or investments in short-term United States 
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Government securities, or investments in acceptances and other 
commercial paper of a short-term nature. 

Mr. Morris. Isee. There would be other figures; would there not? 

Mr. Kuopsrock. In addition, the Swiss hold, of course, very sub- 
stantial amounts of American corporate securities. We have infor- 
mation, for instance, that at the end of 1954, the value of Swiss 
holdings of American stocks amounted to $1.3 billion—$1,353 million. 

Mr. Morris. $1,353 million? 

Mr. Kuopsrock. Yes. 

Mr. Morris. That is in addition to the $753 million short-term; is 
that correct? 

Mr. BuLoomriz.p. In addition to that, there would presumably be 
some other Swiss long-term investments in branch plants here, or 
subsidiaries of Swiss companies, but they would be grouped under 
the Western Europe figures. We do not have a separate breakdown 
for Switzerland. 

Mr. Morris. We know, at least, there were two or three billion or 
more dollars invested from Switzerland in the United States 
industries. 

Senator Jonnston. What was that amount you had from Western 
Europe in 1954? | 

Mr. Kuopstock. All investments from Western Europe in this 
country at the end of 1954 were $13.8 billion. Now, as far as Switzer- 
land is concerned 

Senator Jounston. Some great amount of that, or some of it, could 
be from Switzerland? 

Mr. Kuopstockx. Yes. We know Swiss short-term assets at the 
end of 1955 were about $750 million. And we also know that the 
value of Swiss stockholdings in this country at the end of 1954, and 
presumably, by the end of 1955 they have increased further, amounted 
to $1,353 million. So we have information to the effect that—— 

Senator Jonnston. That makes a total of a little over $2 billion. 

Mr. Kuopstock. A little over 2 billion. However, as Mr. Bloom- 
field pointed out, there are additional Swiss investments in this 
country in forms other than short-term assets or stockholdings which 
may amount to several hundred million dollars in addition to the 
amounts just mentioned. 

Mr. Morais. Now, with respect to that figure of Western Europe 
of $13.8 billion, is that an all-inclusive figure, or does that include 
short term only? 

Mr. Kuopstock. That is an all-inclusive figure, it includes more 
than $2 billion of Swiss money which you just referred to. 

Mr. Morris. And we do know as a definite fact, that, as far as the 
ownership of the—the identity of the investors in the stock which 
came out of Switzerland—we know that the stock came out of 
Switzerland, but we cannot now, under the present arrangements, 
verify the identity of the investors. 

Mr. Kuopstrock. All we know is that the money was invested by 
people domicled in Switzerland. We do not know whether any of 
these holdings by the Swiss were held by the Swiss for citizens or 
residents of other countries; that we do not know. We only know 
that the money came from Switzerland and is being held in Swiss 
accounts, or has been purchased for Swiss account. 

Mr. Morris. And we are not able to trace them? 
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Mr. Kuopstrocx. The reporting requirements do not call for any- 
thing else but the information as to who—as to the domicile of the 
purchaser. If he is a resident of Switzerland, the investment is 
recorded as a Swiss investment regardless of who the ultimate owner is. 

Mr. Morris. What about the remainder of the European invest- 
ments, can we determine whether or not those can be traced? 

Mr. Kuopstocx. Well, we never really are able to trace the ultimate 
owner—I don’t think under the present laws and regulations there is 
a way for us to do it. We only know who invests officially; who is 
behind the investment we don’t know. 

Senator Jounston. Is it not true with all European countries that 
you cannot trace who invested the money in the bank, though in a 
great many of the European countries you can trace it; isn’t that true? 

Mr. Kuopstocr. Well, you at least can make an attempt to trace it. 
Presumably, under the regulations of certain foreign countries, the 
depositor has to give his nationality, or if he is a nonresident or an 
alien, he has to make it known to the bank in which he deposits that 
he is an alien, presumably. 

Senator Jounston. Do you know what countries do make the dis- 
closure of the owners of the money that is deposited? 

Mr. Kuopstock. I am afraid not. I am not too familiar with the 
foreign exchange control provisions of individual countries, I am sorry 
to say. 

Senator Jonnston. But you do know that Switzerland does not 
disclose it? 

Mr. Kuopstocx. No, the Swiss are known to protect the identity 
of the people they deal with. Part of the system by which they have 
built up a big international business is to pay a great deal of attention 
to what they call banking secrecy. 

Senator Jounston. That question has even been before the Supreme 
Court of the United States, hasn’t it? 

Mr. Kuopstock. That may well be. 

Senator Jounston. Are there any other questions that anyone 
would like to ask? 

Mr. Morais. I have none, Senator. 

Senator Jonnston. Do you have any further statement? 

Mr. BioomFie.p. No, sir; I do not. 

Senator Jounnston. If you do not, we just want to thank you for 
coming here and giving us this information, and I think it will start 
the people of the Nation to looking into the seriousness of the situa- 
tion that we find ourselves in at the present time, as far as us protect- 
ing ourselves against somebody in some foreign country that goes 
through some of these other foreign nations, through their banks, and 
buys up, and gets control of any corporation that might be a sensitive 
organization, as far as making war materials or anything else is con- 
cerned. And we thank you for being the first witness and giving us 
this information. 

We hope that it will be beneficial to us. 

Mr. Morris. Thank you, gentlemen. 

Senator Jounston. I certainly want to thank you again for coming. 

This subcommittee will be adjourned until further call of the Chair. 

(Whereupon, at 11:30 a. m., the subcommittee adjourned, subject 
to the call of the Chair.) 
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WEDNESDAY, JULY 18, 1956 


Unirep Srates SENATE, 
SUBCOMMITTEE To INVESTIGATE THE 
ADMINISTRATION OF THE INTERNAL Security Act 
AND OTHER INTERNAL Security Laws, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 2:40 p. m., in the caucus 
room, Senate Office Building, Senator Olin D. Johnston presiding. 

Present: Senator Johnston. 

Also present: Robert Morris, chief counsel; William A. Rusher, 
administrative counsel; Benjamin Mandel, director of research; and 
Hubert H. Finzel, special counsel to the subcommittee. 

Mr. Morris. Mr. Meehan and Mr. Lederer, Senator Johnston is 
at a quorum call now, and he asked if you will begin reading into the 
record your statement, and then he will be over here shortly. He has 
a copy of it, and he will be over here to preside at the hearings as soon 
as the quorum call is completed. 

I would like the record to show at this time that the hearing this 
afternoon will be on the general subject of the subcommittee’s efforts to 
determine the nature and extent of foreign moneys that are coming into 
the United States and acquiring corporate holdings in the United 
States. 

In connection with that, the first witness will be Mr. M. Joseph 
Meehan. 

Mr. Meehan has been sent down here by Secretary of Commerce 
Sinclair Weeks, who wrote to Senator Eastland on July 3, 1956: 


Dear Mr. Cuarrman: This Department is glad to cooperate with your com- 
mittee in the investigation of foreign investments in the United States as suggested 
in your letter of June 21, 1956, to the extent that our data permit. Before you 
extend an invitation to the representatives of this Department mentioned in 
your letter, I should like to inform you what kind of information you could expect 
from them. 

The Balance of Payments Division of the Office of Business Economics has, 
for many years, collected data on the movement of capital between the United 
States and foreign countries. Some of these data are based on information sup- 
plied on a compulsory basis to the Treasury Department, although the actual 
statistical work is done by the Federal Reserve banks. This information includes 
foreign deposits in United States banks and with United States security brokers 
foreign claims on other United States business enterprises, and purchases anc 
sales of United States securities by foreign residents. These transactions are 
reported by United States banks, brokers, and other firms having liabilities to 
foreigners. 

The Division collects data on transactions between United States branches and 
subsidiaries and their foreign parent companies. This includes changes in the 
parent company’s investments in or claims on the American enterprise, income, 
and interest payments transferred. This information is supplied to our Balance 
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of Payments Division on a voluntary basis ‘and confidentially, with the under- 
standing that the data will be used publicly only after consoli dation, so that the 
information concerning any firm would not “be revealed. This confidential 
nature of individual company data is covered by law, not only in this case but 
for all areas for which the Department collects statistics. 

The fact that our operations rest, entirely upon voluntary cooperation by the 
business enterprises concerned, means also that we can collect data only from 
those firms conce rning which we have knowledge that they are wholly or partially 
controlled by foreign interests. The last complete and compulsory census of 
foreign investments in the United States was undertaken by the Treasury at the 
beginning of World War II. Currently, we obtain the basic facts concerning 
such controls only from publicly av railable sources, such as newspapers and maga- 
zines, both foreign and domestic. When these sources indicate that an American 
firm has come wholly or partly under foreign control, or that foreign firms have 
established branches or subsidiaries here, we send questionnaires to the American 
enterprises to get the more detailed information which we require for balance of 
payments computations. Not in all cases, however, do we get the data which 
we request, and we generally do not attempt to obtain the information on rela- 
tively small transactions. Purchases by foreigners of American enterprises 
which are not publicly reported would entirely escape us and we could not help 
your committee with such information. 

We understand that the summary data, compiled by the Office of Business 
Economies, and published in the enclosed August 1955 Survey of Current Business, 
has already been furnished the committee in testimony by Arthur I. Bloomfield, 
senior economist, Federal Reserve Bank of New York. 

If in light of the above you desire the appearance of Mr. Meehan and Mr. 
Lederer, we shall be glad to have them present such facts as they have available. 


Then Senator Eastland replied to that to say that he would like to 
have the representatives of the Commerce Department testify. 

I have here, and as soon as Senator Johnston arrives I will offer 
for the record, the testimony of J. Sinclair Armstrong, Chairman of 
the Securities and Exchange Commission, before the Senate Com- 
mittee on Post Office and Civil Service, which was presided over by 
Senator Johnston. In this testimony, Mr. Armstrong was testifying 
on still another subject, and he mentioned that the Securities and 
Exchange Commission was extremely concerned because it appears 
that there are securities coming into this country from Canada and 
Switzerland which would be required to be registered under the 
Securities Act, and they are apparently being traded in the securities 
market of this country without registration. 

He went on to say: 

We are attempting, in a number of cases, through our investigative work, par- 
ticularly in our New York regional office, to determine to what extent those 
securities may have been illegally sold in this country. 

Senator Johnston asked Chairman Armstrong if it is possible that 
these funds could be coming from behind the Iron Curtain. 

Chairman Armstrong said, “That possibility is certainly there, sir. 

I think otherwise the letter will speak for itself. 

Now, Mr. Meehan, you have come with a prepared statement, 
have you not? 

Mr. Meenan. Yes, sir. 

Mr. Morris. Senator Johnston, on the floor, has a copy of this 
statement which you have presented to the committee, and he is 
going to be looking at it there while you are reading it here. 

Would you commence reading it now, and we will save time that 
way, Mr. Meehan. 
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STATEMENT OF M. JOSEPH MEEHAN, DIRECTOR, OFFICE OF 
BUSINESS ECONOMICS, UNITED STATES DEPARTMENT OF 
COMMERCE; ACCOMPANIED BY WALTHER LEDERER, CHIEF, 
BALANCE OF PAYMENTS DIVISION, OFFICE OF BUSINESS 
ECONOMICS, AND SAMUEL PIZER, CHIEF, INTERNATIONAL 
INVESTMENT SECTION, BALANCE OF PAYMENTS DIVISION, 
UNITED STATES DEPARTMENT OF COMMERCE 


Mr. Meeuan. Secretary Weeks has already expressed to the chair- 
man, in the letter which has just been read, the desire of the Depart- 
ment of Commerce to provide whatever data are available that might 
assist in your investigation of foreign investments in the United States. 

I represent the Department’s Office of Business Economics, which 
has, for many years, collected data on the movement of capital 
between the United States and foreign countries. While our material 
is not, in all respects, so extensive as we would prefer, I shall attempt 
to describe what we have that might be of use to you. 

One of the major functions of the Office of Business Economics is 
the compilation and publication of periodic statements of the balance 
of international payments of the United States. 

These cover all payments to foreign countries, including imports 
of goods and services, Government grants, private and public loans 
and investments, and the utilization of these dollar resources by 
foreign countries for purchases of goods and services and the acquisi- 
tion of dollar assets or gold in the United States. 

As an example of this work, table 3, presented on page 24 and the 
following in the June 1956 issue of the Department’s Survey of Cur- 
rent Business, is submitted herewith. ‘This provides the balance of 
payments of the United States, 1953-55, by quarters and by areas. 
(See appendix A.) 

In connection with this work, the Office also prepares estimates of 
the total assets of the United States in, or claims outstanding against, 
foreign countries, and total foreign assets in, or claims against, the 
United States as of the end of each calendar year. 

The last compilation was made for the end of 1954 as shown in 
the table, International Investment Position of the United States, by 
Area, 1953-54, which was published in the August 1955 issue of the 
Survey of Current Business, page 12. A copy of this issue is sub- 
mitted herewith (see appendix B). 

The estimates of foreign acquisitions and sales of assets in the 
United States and the total value outstanding at various times are 
thus a major part of our balance-of-payments work. 

The sources of information differ for the various types of assets 
involved and vary greatly in coverage and accuracy. 

Data on foreign deposits in United States banks and on other 
short- and long-term assets held by foreigners in custody with United 
States banks are reported monthly, and on a compulsory basis, by 
United States banks, to the Federal Reserve banks, which act in 
this work as agents for the Treasury Department. 

Compulsory reports are also filed with the Federal Reserve banks 
by United States security brokers on foreign balances held with them, 
and by brokers and banks on foreign purchases and sales of United 
States securities. 
72723—57—pt. 815 
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Commercial and manufacturing enterprises report quarterly to the 
Federal Reserve banks on their commercial liabilities to foreigners. 
Certain liabilities of United States Government agencies are reported 
directly to the Office of Business Economics. 

The figures compiled by the Federal Reserve banks are published 
in the Federal Reserve Bulletin and the Treasury Bulletin. 

The Office of Business Economics prepares the estimates for the 
transactions between United States enterprises and foreign owners 
who have sufficiently large investments to influence the management 
of these enterprises, purchases, and sales of United States enterprises 
by foreign residents, and the value of foreign interests in United 
States business enterprises. 

Foreign owners, in this connection, means foreign residents, not 
foreign citizens. Foreigners residing in the United States are con- 
sidered domestic residents for balance-of-payments computations. 

The data collected by OBE’s Balance of Payments Division 
include changes in foreign parent companies’ investments in, or 
claims on, their American branches and subsidiaries, and income 
and interest payments transferred to the former. 

This information is based largely on reports supplied to our Bal- 
ance of Payments Division by a sample group of companies on a 
voluntary basis and confidentially, with the understanding that the 
data will be used publicly only after consolidation, so that the infor- 
mation concerning any firm would not be revealed. 

This confidential nature of individual company data is covered 
by law, not only in this case but for all areas for which the Depart- 
ment collects statistics. 

The present sample of enterprises, in which foreign ownership is 
25 percent or higher, consists largely of enterprises covered in the last 
complete survey of foreign-owned assets in the United States which 
was conducted by the Treasury Department as of June 1941 and pub- 
lished in 1945. 

Mr. Morris. Nothing has been done since that time, is that right, 
with respect to companies 25 percent or more owned by foreign 
investors? 

Mr. Menuan. No complete census has been taken since 1941, but 
we do carry forward the estimates on a sample basis in accordance 
with the operation which I shall now describe. 

This list is kept up to date and new enterprises are added to the 
sample on the basis of information obtained from reports filed with the 
Bureau of Internal Revenue, and public sources such as newspapers, 
periodicals, and financial services. 

Needless to say, more frequent comprehensive surveys would pro- 
vide more detail and better coverage. 

The present sample of enterprises comprises probably less than 
10 percent of the number of enterprises in the United States which 
have controlling interests held abroad. However, we believe that the 
foreign investments in these enterprises constitute about two-thirds of 
such foreign investments in the United States, and a substantially 
higher proportion of year-to-year capital movements. 

For statistical purposes, the coverage of the largest enterprises 
should be sufficient, but the farther removed the data are from the 
last complete survey, the greater becomes the probability that the 
sample may have become inadequate. 
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The importance of more frequent complete counts cannot be over- 
emphasized. A comprehensive survey of American private direct 
investments abroad is also now badly needed, there having been none 
since 1950. 

A current factual basis for long-term foreign investment programs 
is essential. But such a survey is ‘be yond the budgetary resources that 
are available to the Office of Business Economics at the present time. 

Our present sources of information on the acquisition and sale by 
foreigners of controlling interests in United States companies are 
incomplete. Withholding-tax records apply only to enterprises pay- 
ing dividends to foreign residents. 

‘When purchases or sales are deliberately concealed, we would have 
no means to discover them. Moreover, even when we know that an 
enterprise is wholly or partially controlled by foreign interests, our 
questionnaires are not always answered. 

The Office of Business Economics also collects data from with- 
holding-tax records, to estimate the value of foreign holdings of 
stocks and bonds in United States companies not controlled abroad. 
The results of the last complete study covering foreign holdings of 
stocks in 1949 and bonds in 1950 are presented in the article, Foreign 
Holdings of United States Corporate Securities Near $4 Billion, 
which was printed in the August 16, 1954, issue of the Department’s 
Foreign Commerce Weekly, page 16. A copy of this article is sub- 
mitted herewith. (See appendix C.) 

The study does not cover foreign investments here in securities on 
which no income was transmitted in the base year, and it does not 
cover foreign investments in local government bonds which are not 
subject to Federal income taxes. 

These basic figures for 1949-50 are carried forward on the basis of 
purchases and sales of United States securities by foreigners as 
reported by United States brokers and banks to the Federal Reserve 
banks, plus adjustments for changes in market values. There are 
several major limitations to these reports which we may note. 

(1) Transactions in behalf of foreigners, made through Americans, 
may not be recognized as foreign and would escape the reporting 
system 

(2) The country breakdown shows the immediate origin of the 
purchase or sale order; if a broker in the United Kingdom, Canada, 
or the Netherlands acts for a resident of another country, the country 
of the broker will be listed. 

(3) There is no indication of the United States enterprises or 
public bodies—except the Federal Government—whose securities are 
being traded. 

Information on other types of foreign investments in the United 
States, such as investments in real estate, insurance, mortgages, 
interest in estates and trusts, and various other assets, is not available 
since the 1941 Treasury survey. Because transactions in these fields 
are scattered over a large part of the country and involve a large 
number of different persons or firms, a comprehensive reporting 
system has not been developed. 

In this statement I have described briefly the extent of our informa- 
tion and some of the limitations of our data, even for balance of 
payments purposes. 
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When the budget resources are available, we intend to follow the 
desirable practice of conducting a comprehensive investment survey 
every 5 years, which would give us adequate knowledge of the values 
of foreign investments here and United States investments abroad, 
the distribution by foreign countries, types of industries or invest- 
ments, and other data required for the measurement and evaluation 
of our international investment position. 

Such comprehensive surveys would also provide us with bench- 
marks from which we can, with more confidence, estimate the year- 
to-year changes in international capital movements and incomes 
derived from international investments. 

(At this point Senator Johnston entered.) 

Mr. Meruan. That, Mr. Chairman, completes the statement 
which we have prepared for this hearing. 

I have with me Mr. Walther Lederer, who is Chief of our Balance of 
Payments Division, and who is in direct charge of the compilation of 
these investment data. 

We will be glad to answer any questions and provide any further 
information that we have which the committee may desire. 

Senator Jounsron. | notice on page 3, at the end of your first para- 
graph: 

Foreigners residing in the United States are considered domestic residents for 
balance of payments computations. 

What do you mean by that? 

Mr. Morais. I wonder if you will give your name. We have not 
taken your name for the record yet. 

Mr. Leprerer. Walther Lederer. 

Mr. Morris. Your first name is Walther? 

Mr. Leperer. That is right, 

Mr. Morris. And you are Joseph Meehan, are you not? 

Mr. Mesuan. That is correct. 

Mr. Morais. Your title is Director, Office of Business Economics, 
Department of Commerce. 

And your title, Mr. Lederer? 

Mr. Leperer. Chief of the Balance of Payments Division in that 
office. / 

Mr. Morris. And you are accompanied here by another gentleman, 
are you not? Mr. Samuel Pizer. Will you identify yourself for the 
record. 

Mr. Pizer. My name is Samuel Pizer. I am Chief of the Interna- 
tional Investment Section of the Balance of Payments Division. 

Mr. Morris. The nature of this record is such that the witnesses 
are dealing with statistical information and information before the 
Department of Commerce. However, if you feel it necessary, we can 
have the three witnesses sworn at this time. 

Senator Jounsron. I think it will be well for all three to be sworn 
at this time. 

Just raise your right hands, all of you. 

Do you swear the evidence you will give before this subcommittee 
will be the truth, the whole truth, and nothing but the truth, so help 
you God? 

Mr. Meenany. I do. 

Mr. Leprrer. I do. 

Mr. Pizer. I do. 
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TESTIMONY OF M. JOSEPH MEEHAN, WALTHER LEDERER, AND 
SAMUEL PIZER 


Senator Jounstron. All right. 

The question I asked is just what do you mean by “Foreigners re- 
siding in the United States are considered domestic residents for 
balance of payments computations’’? 

Mr. Lupurer. Balance of payments computation means the com- 
pilation of comprehensive statements showig total expenditures in 
the United States by foreigners, and our expenditures abroad. And 
by “foreigners” we mean, here, people residing outside the area of the 
United States. In turn, it means if a foreigner resides in the United 
States we, for our purposes, treat him as a United States resident. 

Senator Jounston. I notice you have at the bottom of page 5 of 
the statement you just read: 

(2) The country breakdown shows the immediate origin of the purchase or 
sale order; if a broker in the United Kingdom, Canada, or the Netherlands acts 
for a resident of another country, the country of the broker will be listed. 

What about if it went through Switzerland? 

Mr. Lupersr. Oh, yes; it doesn’t make any difference. 

Senator Jonnston. It does not make any difference. 

Mr. Lepurer. I mean, if an order is placed here through a Swiss 
broker, then Switzerland is listed. But it is the same for all countries. 

Mr. Morris. You mean it could conceivably be that many of the 
investments by people who, under your calculations, would be listed 
as foreign investors, may in fact be secret American investors invest- 
ing their money from a foreign source? 

Mr. Lepurer. That could be. 

Mr. Morris. By the same token, Mr. Lederer, under your subdi- 
vision (1), transactions in behalf of foreigners, made through Ameri- 
‘ans, may not be recognized as foreign and would escape the report- 
ing system. So it works both ways, does it not? In other words, 
you only have to presume up to a certain point that these are foreign 
investments. 

Mr. Lepurer. Yes. 

Mr. Morais. (a) They may be secret American investments. Con- 
versely, merely the American investments, because it may be done in 
the name of an American, may actually be a foreign investment done 
through the name of an American. 

Mr. Lepsrer. That is right. 

Mr. Morris. On the basis of that, Mr. Lederer, could you give us 
an estimate, with all the shortcomings of your computation as you 
have set forth so well here, and I think you also indicate that the esti- 
mate you will give on this basis, because of the inadequacies, is a 
minimal basis—could you give me the amount that you do arrive at, 
using the computations that you have used? 

Mr. Leprrer. Well, we just tried to estimate that on a very rough 
basis, for around the middle of this year; and on that basis we arrived 
at a figure for foreign long-term investments in American business 
enterprises to be somewhere around $11 billion. 

Mr. Morris. And this is a minimal figure because of the inade- 
quacies and because some things cannot be picked up under any 
circumstances? 
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Mr. Leprrer. That is right. 

Mr. Morris. For instance, you have overlooked small investments. 

Mr. Leperer. That is right. 

Mr. Morris. And the other things you have mentioned. 

Mr. Leperer. Yes. 

Mr. Morris. There is a figure of $26 billion that has been used 
by Chairman Armstrong of the SEC before Senator Johnston. I 
wonder if you could tell us how that figure is arrived at with respect 
to foreign deposits and foreign investments in the United States. 

Mr. Leperer. Well, that figure is submitted here for the record. 
It is mentioned in the table here in the Survey of Current Business 
for August 1955, and it applies to all foreign assets in the United 
States. 

The difference—in the first place, $11 billion which I just men- 
tioned is a figure for the middle of this year. The corresponding 
figure for the end of 1954, to which this $26 billion refers, would have 
been somewhere around $9.5 billion. 

But the difference between this $9.5 billion and the $26 billion 
which you mentioned is largely liquid dollar holdings. That means 
foreign deposits in American banks, most of which are deposits by 
foreign governments and central banks, and act as their monetary 
official receiver. 

Mr. Morris. They at any time, of course, could be translated into 
foreign investments by the simple device of these liquid assets being 
diverted to corporate holdings. 

Mr. Leprrer. They could, but you would not expect a central 
bank or a foreign treasury to do that sort of thing. 

Mr. Morris. Senator, in connection with this inquiry, Mr. Finzel 
has pointed out that our own Morgenthau Diaries, which our Internal 
Security Subcommittee has been looking into, volume 845, page 333, 
contains an entry on May 9, 1945, which indicates that a Treasury 
agent at that time discovered that an account in Switzerland under 
the name of Smith really belonged to another individual who was 
named in the diaries. 

My thought was that the Morgenthau Diaries should be looked at 
very carefully, possibly, by the staff, in order to find more information 
such as that. 

Mr. Finzel has brought out that might be helpful in this inquiry. 

Senator Jonnston. Do you know what the amount of the foreign 
control funds were in the Treasury of the United States at the close 
of the war? 

Mr. Leprrer. Could you be good enough to repeat the question? 

Senator Jonnston. I said, Do you know what the foreign funds 
control at the close of the war were? 

Mr. Leperer. Foreign funds control—no, we wouldn’t know. 

Senator JoHnsTon. You would not know. 

Do you know what they are today? 

Mr. Leperer. Foreign funds controlled? 

- Senator Jonnston. Yes, controlled by foreigners in the United 
tates. 

Mr. Meenan. May I ask a question, Mr. Chairman? Are you 
interested in the comparable figure for the year 1944 to the $11 billion 
figure which Mr. Lederer has just given for the middle of this year? 
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Senator Jounston. Yes. I want to compare the two to see if it 
is growing or see if it is the same, or what. 

Mr. Leprrer. Yes. Comparable to the $26 billion which was 
mentioned before, for the end of 1954, the comparable figure for that 
for the end of 1946 was 15.9. 

Senator JoHNsTON. 15.9-——— 

Mr. Leperer. The end of 1946. 

Senator JOHNSTON (continuing). Billions, or-—— 

Mr. Leprrer. Billions, yes. 

Senator Jounston. Now then, on these questionnaires which are 
filled out and given in, does the Commerce Department ever go be- 
hind the information and try to check on it to see if it is true or not 
true? 

Mr. Leperrr. No. We feel that if companies give us question- 
naires, we don’t have any administrative functions. We feel there is 
no particular incentive for them to give us something that is wrong. 

Senator Jounston. If you do not go behind it all, they could hand 
you out a false statement very easily ; could they not? 

Mr. Leprerer. Well, if it is obviously wrong, we go back and ask 
them whether they made a mistake. But generally we don’t question 
what they give us. 

Senator JOHNSTON. Suppose they just list a bank account in 
Switzerland; then that is the last of it; is that right? 

Mr. Leperer. No. We ask them specific questions. We can 
submit a copy of the questionnaires which we give them. We ask 
them specific questions of what their liabilities are to foreigners, how ' 
much equity the foreigners have in the enterprise here, how much 
dividends they are paid out to their foreign owners, and so on. 

And, generally speaking, I think, if they want to give us the informa- 
tion, they would have no particular 1 ‘eason to give us something that 
is wrong. 

Senator Jounston. What I am getting at, according to the system 
which you use, if somebody wanted to get control of one of our stra- 
tegic corporations over here which is making defense materials, he can 
go through the Swiss bank, that man could do that and you could not 
go back of that at all; isn’t that right? 

Mr. Leprrer. In that case, I would say they would not give us, 
would not answer our questionnaires to begin with. 

Senator Jounston. They probably would not answer your ques- 
tionnaires? 

Mr. Lepreremr. Yes. 

Senator Jonnston. Why? 

Mr. Leprrer. If they don’t, we can’t do anything about it. 

Senator JoHNsTON. It is purely on a voluntary basis? 

Mr. Leperer. That is right. 

Senator Jonnston. Not compulsory. So it does not amount to 
very much in protecting the United States from the security stand- 
point. 

Mr. Leprrer. Yes. 

Mr. Morris. Mr. Chairman, I would like to point out that we had 
a witness in this morning who, we expect, will give testimony in the 
public record, who pointed out that a certain substantial Swiss 
businessman carried on business for a long while, and it was not until 
his death in the 1950’s that it was discovered that he was ve ry closely 
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tied up with Communist and Soviet interests. And that is one in- 
stance, Senator, that we are trying to develop as the purpose of this 
hearing, whether or not there are “actually people in these countries 
who can possibly be fronting for Soviet or Communist investors. 

We will try to bring the details of that particular case into the 
public record. 

Senator Jounston. I want it to be publicly understood that what 
we are trying to do is to develop here just how we can better protect 
the security of these United States of ours, and at the same time he ‘Ip 
business, but we do not want to turn them loose so they can come in 
here, probably from behind the Iron Curtain, and get control of cor- 
porations and information which might be detrimental to us if we 
should have trouble; and not only that, they can give us trouble in 
time of a cold war. 

Mr. Morris. Mr. Lederer, in connection with these particular 
tests and standards that you apply in making these computations, 
really the present machinery is not geared to determining whether or 
not there are these forces at work the Senator mentions? 

Mr. Leprrer. That is correct. 

Mr. Morris. And you think that, in order to really, with any 
degree of accuracy, undertake a thorough investigation or bring 
about a solution of the thing, there would have to be some changes 
in the existing law? 

Mr. Leprrer. Well, that I could not answer. I don’t know 
what laws you have at your disposal which you could use now. 

Mr. Morris. But the present system is not adequate. 

Mr. Leperer. Our system certainly is not. 

Senator Jonnsron. Well, take the foreign funds control during the 
war. Did it function properly, in your opinion, or not? 

Mr. Meenan. I don’t believe, Mr. Chairman, that we could 
answer that question, since we were not involved in the operation of 
he foreign funds control. 

Senator Jounston. The system that we are presently working 
under offers to, say, a Communist—that is, one behind the Iron 
Curtain—a gr eat opportunity of taking his money, bringing it through 
a Swiss bank, buying up investments in a corporation over here, a 
strategic corporation, make money on his investment, and at the 
same time be in a position to aid the Communists in all of their 
activities as far as that particular activity is concerned in that par- 
ticular corporation; is that not true? 

Mr. Meenan. W ell, to the extent that our figures are concerned— 
which we have tried to indicate, Mr. Chairman, were made up for 
the purpose of measuring the shifts in American foreign investments— 
we would not go behind, as we have tried to point out here, the fact 
that the ow nership or the purchase of the particular security was 
made, in your instance, by Swiss interests. 

We will not go behind, as we tried to indicate in our statement, 
that particular fact. 

Senator JounsTon. Well, summing it all up, certainly our system 
is not adequate to meet the communistic activities if they wanted to 
come in. 

Mr. Meenan. Certainly our reporting system is not such that it 
would be the basis of determining whether that is or is not a fact. 

Mr. Morris. To your knowledge, Mr. Meehan, would any other 
agency of the Government, anyone in the Department of Defense, 


=- 
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Department of the Treasury, Federal Reserve System, know of any 
way that we could have of determining the source of these foreign 
funds? To your knowledge, is there any way that this subcom- 
mittee can find out the sources of these foreign funds? 

Mr. Mrrnan. Not to my knowledge. 

Mr. Morris. Senator, in connection with this, we have asked the 
Department of Defense, and Secretary Wilson has cooperated in the 
same way that Secretary Sinclair Weeks has cooperated, and he has 
made available to the committee witnesses from the Defense Depart- 
ment who will testify on this very subject before this subcommittee 
next Tuesday. 

The first witness will be Jerome D. Fenton, who is Director of the 
Office of Personnel Security Policy, and his three division chiefs. 
They are prepared to testify before you, Senator Johnston, next Tues- 
day in connection with this. 

But, Senator, what the subcommittee is trying to do is to exhaust 
all Government agencies and all quasi-Government agencies, to de- 
termine if it is possible in any way, under the existing laws and exist- 
ing regulations, to determine the origin of foreign funds. And that 
is why these particular witnesses have been asked here today, through 
the cooperation of Secretary Weeks. 

Senator Jounston. Any further questions? 

Mr. Finzexu. On the survey that you submitted with your state- 
ment, you included the last publication, August 1956. 

Mr. Meenan. That is the last publication of the balance of inter- 
national payments of the United States, which gives the detailed 
figures, together with their overall summary—the summary, in the 
aggregate, plus the distribution by types, and the distribution by 
areas. 

Mr. Fruzex. Can you give for the record, if you will take the tables, 
give us the amount of United States investments abroad and their 
earnings? 

Mr. LepEerer. $42.2 billion at the end of 1954, United States in- 
vestments abroad. 

Mr. Finzexu. And their earnings? 

Mr. Leperer. Their earnings were about $2.8 billion in 1954. 

Mr. Finzex. That is your latest figure? 

Mr. Leprerer. Well, we have one, but not yet complete, definite, 
for 1955. 

Mr. Finzex. That is your latest complete figure? 

Mr. Leprrer. Yes. 

Mr. Morris. What was that figure? 

Mr. Leperer. $2.8 billion. 

Mr. Morris. $2.8 billion? 

Mr. Leperer. In 1954. 

Mr. Morris. That is the income on investments? 

Mr. Leprerer. That is the income on the $42.2 billion of invest- 
ments. 

Mr. Frnzev. Of United States investments abroad. 

Mr. Leperer. That is right. 

Mr. Finzev. What are the foreign investments in the United 
States, their amount and their earnings? 

Mr. Leperer. At the same time, $26.8 billion—that is the figure 
vou—— 
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Mr. Finzev. $26.8 billion? 

Mr. Leperer. Yes, end of 1954. 

Mr. Finzev. What is the amount of their earnings? 

Mr. Leperer. About $550 million. 

Mr. Finzev. Is there any difference in kind between the United 
States investments abroad and the foreign investments in the United 
States, of any significance to you? 

Mr. Leprrer. The difference in kind, did you say? 

Mr. Finzeu. Yes. 

Mr. Leperer. Yes. Our investments abroad are primarily long- 
term investments by our business enterprises in foreign subsidiaries 
and branches, and they have relatively high earnings. 

Foreign investments in the United States are more than half deposits 
in American banks, holdings of Government securities, and other short- 
term investments, on which the earnings are relatively small. 

Mr. Finzev. What does that indicate to you? 

Mr. LepEerer. Well- 

Mr. Finzeu. That the primary investment here could be security 
rather than earnings? 

Mr. Leprerer. No, not quite that simple. 

To a very large extent, foreign countries hold their monetary re- 
serves in gold or dollars; and again, to a very large extent it is in 
dollars. That is their national working capital, so to speak, and that 
is perhaps half of their total investments here or their total dollar 
assets here, which consist of such official and sometimes business 
holdings of dollars in American banks. 

That is not necessarily a matter of security, although that plays 
in it. It is a matter of the fact that the dollar is an internationally 
acceptable currency, and a large part of international business is paid 
for and conducted in dollars. 

Mr. Finzeu. Now, Mr. Lederer, isn’t it true that the United States 
investments abroad include the value of real estate holdings? 

Mr. Leperer. Yes. 

Mr. Frnzet. Is it not true that the foreign investments in the United 
States do not include the value of real estate holdings? 

Mr. Leperer. No, that is not quite true. The fact is that we have 
very little information about changes in foreign real estate holdings 
here, so what we have done in our statistics is to take the information 
which the Treasury has collected as of 1941, and we carried that for- 
ward to some extent. 

Now, that means we have some data 02 real estate holdings in our 
figures, but I must say they are quite deficient. 

Mr. Frenzeu. In other words, you have no specific information since 
1941? 

Mr. Leperer. That is right. For that matter, we do not have 
too much information about United States real estate holdings 
abroad, either. 

Mr. Finzet. In one of your charts you said there was significance 
in the large development of United States funds in Canadian invest- 
ment trusts. What significance do you attribute to this growth or 
interest in investment trusts in Canadian companies? 

Mr. Leperer. Well, the significance, at the time those invest- 
ments occurred, was because Americans in general did not make 
large investments abroad through purchases of securities. Most of 
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our recent investments are made by American enterprises in affiliated 
companies. 

Now, these investment trusts provided a vehicle under which 
investments in marketable securities assumed a greater importance. 

Mr. Finzex. Now, the kinds of industry these funds are invested 
in, does that have any significance? 

Mr. Leperer. That we wouldn’t know. 

Mr. Finzet. You don’t have it broken down into petroleum, 
manufacturing, and so on? 

Mr. Leprerer. Those investments—you are talking about those 
Canadian investment funds now? 

Mr. Frnzeu. Yes. 

Mr. Leperer. No, we don’t know. They publish statements—it 
could be obtained, but I don’t have it here. 

Mr. Frinzeu. Yes. 

Is there the reverse? Do you have large holdings in American 
companies by Canadian investment trusts? 

Mr. Leperer. We don’t know of any. 

Mr. Finzev. You don’t know of any? 

Mr. Leprerer. We don’t know of any such thing. 

Mr. Finzev. Now, the foreign investments in the United States 
into areas, could you give a 5-year comparison in the amounts, the 
increase or decrease, for Western Europe? 

Mr. Lepmrrer. Yes, sir. Are you talking now of all funds held 
here, or only long-term? 

Mr. Frvzet. Yes, sir; all funds held here. 

Mr. Leperer. All right. 

In 1946, Western European investments in the United States were 
$8.3 billion; and in 1954 they were $13.8 billion. 

Mr. Frnzet. Now, that was a decrease. 

Mr. Leperer. Increase. 

Mr. Finzev. An increase? 

Mr. Leperer. Yes, sir. 

Mr. Finzeu. That is right. 

Mr. Leperer. An increase from $8.3 billion to $13.8 billion. 

Mr. Finzex. Do you have any information as to where the largest 
increase—you don’t have a breakdown except the area, is that right? 

Mr. Leprerer. That is right. 

Mr. Finzet. Do you have anything to offer as to what caused 
this, what major factors in Western Europe caused this significant 
increase? 

Mr. Leperer. The main factor here was the reconstruction of 
European monetary reserves, which were quite depleted after the end 
of the war, and European countries in general have attempted to in- 
crease their dollar reserves, and have succeeded to some extent during 
that period. 

Now, the other factor was largely, I would say, the increase in the 
value, the market value, of security holdings here, not so much addi- 
tional purchases as the increase in the market value. 

The additional purchases in the postwar period, as a whole, were 
quite small. 

Mr. Frnzex. Could you give the same comparative figures on 
Switzerland? 

Mr. Leprrer. No. 

Mr. Frnzev. You could not? 
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Mr. Leprrer. No. ; 

Mr. Finzex. Could you give it to us on Canada? 

Mr. Leperer. Yes. 

Senator Jounston. What is it that you can give Canada and cannot 
give Switzerland? 

Mr. Leprerer. Well, in our work, Canada is, of course, a much more 
important country than Switzerland; I mean in terms of transactions 
with the United States, Canada is quite important while Switzerland 
is a relatively minor fe actor. 

Senator Jounston. Maybe so to a certain extent, but do you know 
how much has gone through the Swiss banks now? 

Mr. Leperer. W ell, we know how much Swiss banks have in the 
United States, or rather, how much Swiss deposits are in American 
banks. 

Senator Jonnston. Oh, yes, that is true. But what I am talking 
about is where they buy stock through Swiss banks. 

Mr. Leprerer. We have that for 1949. 

Senator Jounston. You do not have it any later than 1949? 

Mr. Leperer. Well, from then on, we carried the figures forward, 
but the base figure was in 1949. 

Let’s see, now, in 1949 the value of Swiss stocks, registered in the 
name of Swiss owners, was $522 million; and by the end of 1954, it 
was $1,353 million, so they increased from 522 to 1,353. 

Senator Jounston. Increased about 250 per cent. 

Mr. Leprrer. Yes. But a large part of that increase was through 
simply increase in market values. 

Senator Jounston. Now, what was Canada during that same 
period? 

Mr. Leprerer. What was what? 

Senator Jounston. What was Canada in the same period? 

Mr. Leperer. Canada increased from $480 million in 1949 to $910 
million by the end of 1954. 

Senator Jounston. So there is much more bought through Switzer- 
land than through Canada. 

Mr. Leperer. In that type of transaction, yes. 

Senator Jonnston. And the percentage of increase was much more 
in Switzerland than in Canada. 

Mr. Leperer. Yes. But that is just one of the many transactions 
we have to keep track of. 

Senator Jonnston. Although Canada is right close to us here, 
Switzerland is many miles away, and smaller in size. 

Mr. Leperer. Yes 

Mr. Frxzev. Latin America? 

Mr. LepererR. From $173 million to $377 million. 

Mr. Finzei. Mexico? 

Mr. LeprrerR. We don’t have that separate. 

Senator Joanston. Will you read that France again? 

Mr. Leprrer. Latin America? 

Senator Jonnsron. No. 

Mr. Leperer. I can give you France. From 57 to 157 million 
dollars. 

Senator Jonnston. Fifty-seven to one hundred and fifty-seven? 

Mr. Leperer. Yes. 

Senator Jounston. There is a lot of difference in that and Switzer- 
land, as you will note. 





SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES’ 1707 


Mr. Leprrer. Oh, yes. 

Senator Jounston. What do you think is the reason for Switzer- 
land having so much more than even France? 

Mr. Leprerer. Well, here I can only guess. But for one thing, of 
course, Switzerland never had an exchange control, and France did, 
and the Frenchmen obviously were prevented from investing in the 
United States. 

The second thing is that total foreign investments by Switzerland 
itself are probably growing faster than those of France. 

And the third reason is that, of course, a good deal of money coming 
into Switzerland is then invested by Switzerland abroad or held by 
Switzerland in the name of others. 

Senator JoHnston. We have one large corporation in the United 
States which they claim is controlled by the Swiss, General Analine. 
That is one of the big corporations of America today 

So it came in through Switzerland, isn’t that true? The argument 
is how much that is worth. Some say $100 million, some say $200 
million. 

Mr. Leprerer. That would not be in those figures, by the way. 

Senator Jonnston. That would not be in your figures? 

Mr. Leprrer. Not in these figures which I mention now. These 
are just security holdings. 

Senator JoHnston. Just security holdings? 

Mr. Leperer. Securities which do not—where the owners do not 
exert any control over the American enterprise. 

Senator Jounston. Of course, America confiscated that property, 
and we are still holding it as enemy property. It was confiscated 
during the war. 

Mr. Finzeu. Do you have it on Soviet Russia or the satellites, 
those figures? 

Mr. Leprerer. No, we did not break those down. The only thing 
we carry there is $17 million at the end of 1954, of Eastern European 
stock holdings in the United States. 

Mr. Finzevt. How about China? Do you have a comparative 
breakdown, 1949 and 1954? 

Mr. Leprrer. I don’t have that separate. 

Mr. Finzeu. Do you have Asia? 

Mr. Leperer. Yes, but that includes all sorts of countries, includ- 
ing the Philippines, Japan. 

Mr. Finzeu. What is that, 1949 and 1954? 

Mr. Leprrer. Stock holdings, $49 million in 1949; and $95 million 
in 1954. But that includes all countries of Asia and Africa. 

Mr. Frvzeu. Did it so include them in 1949? 

Mr. Leprrer. Yes. 

Mr. Finzexi. How about the Netherlands; is that under Western 
Europe? 

Mr. Leprrer. $312 million in 1949, and $491 million in 1954. 

Mr. Fryzet. In other words, all these countries’ holdings, foreign 
holdings in corporate investments in the United States, increased: 
Western Europe, the United Kingdom, Switzerland, Latin America, 
Canada, the Netherlands; is that correct? 

Mr. Leperer. Yes, they have all had increases. 

Of course, you must not forget, even if they did nothing between 
1949 and 1954, the value of their investments would have increased. 
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Mr. Frxzxu. But in your charts, you explain the difference in earn- 
ings and the increases in purchases, isn’t that true? 

Mr. Leprerer. Oh, yes. 

Mr. Frinzeu. So that any reflection of inerease in value—— 

Mr. Leperer. Well, the value can increase for two reasons. It 
is an increase in the market value of the security or purchases. In 
the main, well, I can’t tell it now for each country, but in the main, 
the more important items are the changes in the market values. 

Mr. Frvzev. Were those long-term investments that you gave me? 

Mr. Leprrer. These are the value of foreign holdings of United 
States corporate stocks. 

Mr. Frnzev. Stocks. 

That is all I have. 

Senator Jonnston. From your statement, then, it does show that 
they have been increasing their holdings in corporate stocks in the 
United States. 

It also shows, from your own statement, that where they bought 
corporate stocks, the value of that corporate stock has gone up 
considerably since 1949. 

Mr. Leprrer. Yes. 

Mr. Morais. The answer is ‘Yes’’? 

Mr. Leprerer. Yes. 

Senator Jounston. Now then, also they have been receiving in 
most instances reasonable dividends from their investments on 
corporate stocks. 

Mr. Leprrer. Yes. 

Senator Jounsron. All of this encourages foreign interests, whether 
it be Communist or what not, to invest their money, because they 
can get a good return from it, and also stand a good opportunity of 
having their stock value increased. 

If, then, a Communist wanted to put the money into it, and he 
would come through a bank and not be revealed as to who has done 
it, they could be assured of making a profit out of their investment 
all along; isn’t that true? 

Mr. Leprerer. They could, yes. 

Senator Jonnston. And if they had an ulterior motive, in order to 
get control of some corporation in the United States which might be 
making materials which would be of very strategic interest to our 
men in case of war or a cold war, then they are encouraged by knowing 
that they can make a profit at the same time out of it; isn’t that true? 

Mr. LeprererR. Well, as long as the stock prices increase, yes. 

Senator Jonnston. That is true. 

Another thing, these investments which they make, they pay a 
flat 30 percent income tax, isn’t that right? 

Mr. Leprerer. On dividends. 

Senator Jonnston. On dividends. 

Mr. Leprerer. Yes. 

Senator Jonnston. And that is all; then they are through. They 
are not like the American taxpayer who would probably pay it, and 
then have to pay his personal income tax on top of that. 

Mr. Leprerer. Not on top. 

Senator Jonnsron. Or a graduated rate. Sometimes it runs way 
up into the 75 percent when they get through the State and Federal 
Government. 

Mr. Leprerer. Yes. It is in lieu of that, yes. 
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Senator JoHNsTON. So there is an advantage over even an American 
taxpayer, then, for a foreigner to get into one of these corporations. 

Mr. Leperer. I guess that is correct. 

Senator Jounsron. You would think so? 

Mr. Leprrer. That is true. But, of course, he has to pay taxes 
at home. 

Senator Jounsron. Yes. He would have to pay taxes at home. 

Mr. Lepprer. Yes. 

Senator Jounsron. Well, that is true in some instances, and it is 
not true in others, as I know from having investigated some of the 
foreign countries. 

That is true; I think you will acknowledge that. 

Mr. Leprrer. Yes. 

Senator Jonnston. Now then, with all this ramification, I know 
people who are listening in, when you are talking about figures and 
things of this kind, it is not interesting, but I want to say to you and 
to—I want to thank you, first, for coming here, all of you, and giving 
us this information. But it does call to our attention that we have 
rot. something now before us which we ought to be considering and 
ahi into thoroughly in order to see what can be done along this 
line to properly protect America at a time when we do have an enemy 
that would do most anything. They would deal in an, I would say, 
underhanded manner in order to get control of some of our strategic 
materials, or at least so that they can know what was going on. 

So it means that you and I and all of us have a big task before us to 
try to unravel this to see just what can be done to protect us properly. 

Mr. Morris. Senator, before adjourning, I would like to offer for 
the record the letter of Sinclair Weeks to Senator Eastland, the chair- 
man of the Internal Security Subcommittee; excerpts from the testi- 
mony of the Honorable J. Sinclair Armstrong, Chairman of the 
Securities and Exchange Commission, which was taken before you, 
Senator, in your capacity as chairman of the Senate Committee on 
Post Office and Civil Servic e, which should be really part of this record 
in view of this inquiry. 

And I also have some columns, financial columns and otherwise, 
bearing on this subject which have appeared in the press, which bear, 
because of their nature, a relation to this inquiry. 

Senator Jounsron. All of these will become a part of the record, 
in that they have a bearing upon this particular proposition or problem 
that we are now facing. 

(The letter from Secretary Weeks above referred to was marked 
“Exhibit No. 295” and reads as follows:) 


Exuipit No. 295 


Tue SECRETARY OF COMMERCE, 
Washington 25, July 8, 1956. 
Hon. James O. EASTLAND, 
Chairman, Internal Security Subcommittee, 
Committee on the Judiciary, 
United States Senate, Washington, D. C. 


Dear Mr. CHatrMAn: This Department is glad to cooperate with your com- 
mittee in the investigation of foreign investments in the United States as sug- 
gested in your letter of June 21, 1956, to the extent that our data permit. Before 
you extend an invitation to the representatives of this Department mentioned in 


your letter, I should like to inform you what kind of information you could expect 
from them. 
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The Balance of Payments Division of the Office of Business Economics has for 
many years collected data on the movement of capital between the United States 
and foreign countries. Some of these data are based on information supplied on 
a compulsory basis to the Treasury Department, although the actual statistical 
work is done by the Federal Reserve banks. This information includes foreign 
deposits in United States banks and with United States security brokers, foreign 
claims on other United States business enterprises, and purchases and sales of 
United States sec: rities by foreign residents. These transactions are reported by 
United States banks, brokers, and other firms having liabilities to foreigners. 

The Division collects data on transactions between United States branches and 
subsidiaries and their foreign parent companies. This includes changes in the 
parent company’s investments in or claims on the American enterprise, income 
and interest payments transferred. This information is supplied to our Balance 
of Payments Division on a voluntary basis and confidentially with the under- 
standing that the data will be used publicly only after consolidation so that the 
information concerning any firm would not be revealed. This confidential nature 
of individual company data is covered by law, not only in this case but for all 
areas for which the Department collects statistics. 

The fact that our operations rest entirely upon voluntary cooperation by the 
business enterprises concerned means also that we can collect data only from 
those firms concerning which we have knowledge that they are wholly or partially 
controlled by foreign interests. The last complete and compulsory census of 
foreign investments in the United States was undertaken by the Treasury at the 
beginning of World War II. Currently, we obtain the basic facts concerning such 
controls only from publicly available sources, such as newspapers and magazines, 
both foreign and domestic. When these sources indicate that an American firm 
has come wholly or partly under foreign control, or that foreign firms have estab- 
lished branches or subsidiaries here, we send questionnaires to the American enter- 
prises to get the more detailed information which we require for balance-of -pay- 
ments computations. Not in all cases, however, do we get the data which we 
request, and we generally do not attempt to obtain the information on relatively 
small transactions. Purchases by foreigners of American enterprises which are 
not publicly reported would entirely escape us and we could not help your com- 
mittee with such information. 

We understand that the summary data, compiled by the Office of Business 
Economics, and published in the enclosed August 1955 Survey of Current Business, 
has already been furnished the committee in. testimony by Arthur I. Bloomfield, 
senior economist, Federal Reserve Bank of New York. 

If in light of the above you desire the appearance of Mr. Meehan and Mr. 
Lederer. we shall be glad to have them present such facts as they have available. 

Sincerely yours, 
SrncLarR WEEKS, 
Secretary of Commerce. 


(Testimony of Chairman Armstrong above referred to was marked 
“Exhibit No. 296” and was as follows:) 


Exursit No. 296 


Excerpts From tHe Testimony or Hon. J. Sinchark ARMSTRONG, CHAIRMAN, 
SECURITIES AND ExcHaNGE Commission, Juuy 5, 1956, Berorr THE SENATE 
CoMMITTEE ON THE Post OrricE AND Civii SERVICE 


The CuarrMan. You say the value of the securities that fall under your juris- 
diction amount to how many billions of dollars, Mr. Armstrong? 

Mr. ArmstroneG. At the present time, Senator Johnston, I believe the value of 
all of the securities which are listed on national securities exchanges is approxi- 
mately $300 billion. That includes both stocks, which is the principal type of 
security listed, and bonds, and that includes all exchanges. 

It is not just limited to the New York Exchange, which, of course, is the largest. 
The value of unlisted securities over which we have a very much more limited 
jurisdiction, I really cannot estimate because data is probably not available. 

However, with respect to the securities of about 1,200 unlisted companies as 
to which our Commission made a study and recently furnished a report to the 
Senate Banking and Currency Committee in conneetion with the study of the 
stock market which was conducted by that committee, of those 1,200 large un- 
listed companies, we obtained data indicating that they have securities outstand- 
ing value of about $36 billion or approximately 10 percent of the listed market. 
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The CHatrMAN. I wanted to bring that out because that shows the enormous 
undertaking that you are trving to regulate. 

Do you know how much the securities are owned by foreign interests? 

Mr. ArmstRonG. No, sir; we do not have information on that subject at the 
present time. 

The CHarRMAN. Have you looked into that at all, or do you know anything 
about it at all? I know it does not fall directly under your jurisdiction, but did 
you know there is about $26 billion owned by, you might say, Europe? 

Mr. ArmstroNnG. We do not have any data on that subject at the present time. 
We have been considering that subject at the present time. We have been con- 
sidering that subject, Senator Johnston, because of our concern in administering 
section 14 of the Securities and Exchange Act, which is the proxy-soliciting section 
of the act, that gives us the right to prescribe rules and regulations in regard to the 
solicitation of proxy securities, which requires the divulging the security holders to 
the persons purchasing their securities through proxies. 

There has been a great deal of concern in our Commission because we have run 
into a number of situations where it has appeared to us that it would be impossible 
to obtain information because the holdings were in the name of foreign interests. 

Also we have been extremely concerned about that, and Commissioner Sargent, 
or rather Commissioner-designate Sargent, testified on this subject when he was 
before the Banking Committee in connection with his confirmation several weeks 
ago. 

We are extremely concerned about it at the present time because it appears that 
there may be securities coming into this country from Canada and Switzerland 
which would be required to be registered under the Securities Act, and they are 
‘apparently being traded in the seurities markets of this country without registra- 
tion. 

We are attempting in a number of cases through our investigative work, par- 
ticularly in our New York regional office, to determine to what extent those securi- 
ties may have been illegally sold in this country. 

The CuarrMaNn. Is it not also true that you cannot tell where the money is 
coming from? 

Mr. ArmstroncG. That is correct. 

The CuHarrMANn. It could even be coming from behind the Iron Curtain; could 
it not? 

Mr. Armstrona. That possibility is certainly there, sir. 

The CHarrMAN. That possibility being there, they could come over here and 
by proxy get directors of some of our big corporations that are making secret 
material at the present time; could they not? 

Mr. Armstrona. That is a subject, Senator, which is a matter of great concern 
to us, and which has been a matter of great concern to the Banking Committee, 
and as a matter of fact, we are appearing before the Banking Committee tomorrow 
with reference to the proxy rules, and I think that is a matter of concern to that 
committee. 

The CuarrMan. I would not have mentioned that, but I think it is a matter 
you should be thinking about, and I think it is a matter that all good Americans 
should be thinking about, and if we want to oppose their interests, we are going 
to have to do something in that field. 

I believe you will agree with me when it comes to the Switzerland bank. They 
have a law in Switzerland which will not permit them to uncover, so to speak, and 
tell who is putting money in the bank and just from what source it is coming; is 
that not true? 

Mr. ArmstronG. That to the best of my knowledge is true, and we have had 
similar difficulties with Canada. To give you an indication of our concern, we 
have recently promulgated for public comment under the Administrative Pro- 
cedure Act a new rule in regard to registered broker-dealers—that is, broker- 
dealers registered with us under the Securities and Exchange Act—and we pro- 
mulgated this because we cannot send our people up into Canada to look at their 
books. 

We promulgated a rule that if they become registered with us, or if they desire 
to continue their registration with us, they will undertake to make their books 
available and keep duplicate books in the United States, so that we can have 
access to their books and records, so that we would have informations of the kind 
we are talking about. 

* We hope to have that after we have had an opportunity to get the opinions of 
the public and the opinions of congressional committees. 
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The CuatrMan. I think from your statement it shows the amount you are 
dealing with running over $3 billion. ; 
Mr. Armstrona. $300 billion, Mr. Chairman. 


(The articles referred to by Mr. Morris were marked “Exhibit No. 
297 to No. 297 C”’ and read as follows:) 


{[Exursit No. 297] 
[From the New York Journal-American, July 10, 1956) 
Customers’ Men’s Trevp Witn Rarpers Nreeps Stupy 
By Leslie Gould, Financial Editor 


The stock exchange has just come up with another one of its statistical studies 
on the market and who are buying stocks. The studies—the exchange says— 
have produced a “‘wealth of information.” 

That all depends on the definition as to “wealth” and “information.” 

The studies may have some use, but a more worthwhile study from an in- 
vestor’s standpoint would be on the customers’ men and their activities in the 
market—personally and for customers. 

Some of the customers’ men—and they are in large firms as well as obscure 
ones—work hand in glove with the takeover boys. Some generate the business— 
find the deals—help raise the necessary money to suck in the public. 

In every one of the takeover deals in the last few years—including Bellanca, 
which is an American Stock Exchange scandal—there was a customers’ man or 
two playing an active role. Roles that could well be questioned by the stock 
exchange. 

GUARANTIES AGAINST LOSS 


They have played a part in arranging credit through Swiss banks, which are 
nothing but coverups for the real figures in these deals and also vehicles for evad- 
ing or getting around the margin rules on stock purchases. 

In some of the deals, there have been guaranties against loss—usually five 
points. In one recent one, a customers’ man in a big house is in trouble with 
his clients, who are hung up at substantially higher prices. 

As pointed out here before, few of the takeover operations have done well for 
the shareowners. They are fine for the promoters. For the customers’ men 
paid on the volume of trading they generate. For the finders of the deals—they 
get fat fees. For the lawyers, who aiso get fat fees and sometimes a place on 
the board. But the shareowners, to repeat, haven’t done so well. There are a 
few exceptions. 

A DOUBLE-BARRELED QUESTION 


The question for the stock exchange and the American Stock Exchange as to 
this type of customers’ man is a double-barreled one: 

First off, his customers, whether they are being victimized in being sucked 
into some of these situations to help a bigger customer—who may be a raider, and 

Secondly, responsibility to the companies with shares listed on the exchange 
and their protection from a raid generated by an employee of an exchange firm. 

The primary concern of the stock exchange, and the smaller American Stock 
Exchange, is that markets are honest in all stocks. In some of the raids there 
is a question of honesty and there certainly isn’t full disclosure as required by law. 





Exuisit No, 297-A 


{From the New York Journal-American, July 12, 1956] 


SENATE Propes ForeIGN Banks’ DEALS IN AMERICAN SHARES 
By Leslie Gould, Financial Editor 


A Senate subcommittee is pressing an interesting inquiry that may have 
important repercussions in the financial community, including the stock market. 
his has to do with the use of foreign banks, particularly Swiss, to cover up 
identities of investors in American corporations, including some of the better 


known listings on the New York Stock Exchange and the American Stock 
Exchange. 
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Senator Olin Johnston of South Carolina, who heads up this subcommittee of 
the Senate Judiciary Committee, notes: 

“In recent years a number of United States companies have been taken over in 
whole or in part under circumstances that are not readily understood. 

‘*This phenomenon has been made possible through use by individuals of foreign 
banks, companies, and organizations, which have acted as a cover through which 
true identity is hidden. The end result is an anonymous position in United 
States industry. This could represent, among other things, Americans evading 
our laws, or Communists or untaxpaid underworld interests. .. . 


INVESTIGATION NEEDED 


“We believe that evidence being brought to our attention reflects the need for 
an investigation and possible legislation to protect the internal security of the 
United States against infiltration created by programs of certain foreign countries 
which permit undisclosed moneys of citizens of all nations, including Communist 
ones, to invade the United States economy.” 

Under the American laws, chiefly the Securities and Exchange Acts, there is 
supposed to be full disclosure where there is substantia! investment in any given 
enterprise. Full disclosure is the very heart of the SEC Acts. 

Yet, there is no such disclosure—no revelation of identities—when these pur- 
chases are made through Swiss banks, which make a business of this kind of 
coverup. The Swiss banks will require margin as small as 5 percent to carry 
securities, against the American law of 70 percent margin. 

The coverup is carried on through American banks acting as agents for so- 
called Swiss accounts, by firms that make a business of acting as such agents and 
even by stock exchange houses. The last, a coverup for foreign sources as well 
as American by holding stock in Street names—that is, in the name of a firm 
rather than the real owner’s. 


AVENUE FOR MOBSTER MONEY 


George Sokolsky recently pointed out that through these foreign coverups some 
of the millions made in the vicious international dope trade can find its way into 
legitimate American enterprises. The same for the tax-free millions of the 
American mobsters, who have one of the biggest pools of such wealth. 

This is one of the ways of legitimatizing underworld money. Also, there is 
nothing to prevent Communists from so investing, for far different purposes, 
American dollars they have gathered in ways peculiar to them. 

The situation is a serious one and one that should be commanding the attention 
of the SEC. The SEC has taken the same ostrich-like attitude on this as it has 
in the last 3 years on the flood of phony uranium and other speculative ventures 
unloaded on the American investing public. 





Exuisit No. 297-B 
[From the New York Journal-American, July 13, 1956) 
ExcHancEeE Asnors RamwEers—Wuat Wit It Do?—Nornaina 
By Leslie Gould, Financial Editor 


The boy dropped on the desk a release from the stock exchange. It looked 
like hot news. 

Headed “The Stock Exchange Loks at Proxy Contests,” the release said 
G. Keith Funston, the exchange president, ‘‘emphasized * * * the exchange is 
strongly opposed to raids designed to ‘milk’ a company, calling them wrong 
morally, socially, and economically.” 

So, with time running short, copy paper was slipped into the typewriter and 
a lead started: 

“The New York Stock Exchange today took a firm stand against business 
raiders, with President Keith Funston calling raids designed to milk a company 
wrong morally, socially and economically. Up to now the exchange has had no 
policy—taken no stands—on raids against companies with shares listed on the 
big board. 

But that was as far as we got. For Mr. Funston went no further. He was 
just against them—verbally—but the exchange would not be against them ac- 
tively. It would do nothing, for Mr. Funston said the exchange would not take 
sides. It would keep hands off. 
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A DO-NOTHING POLICY 


So, a hot news story turned out to be a cold “turkey’”—very cold. And the 
copy went into the wastebasket, where the Funston pronouncement also was 
filed. 

Although he calls certain raids morally wrong, Mr. Funston states a do-nothing 
policy for the exchange as to them. To quote: . 

“It seems to me (Keith Funston, that is) to be obvious that the New York 
Stock Exchange should not take the position that this particular proxy contest 
is soundly conceived, or that this proxy contest is plainly an attempt by un- 
scrupulous individuals to take control of a company for their own nefarious 
purposes.” 

But Mr. Funston has some ideas. He wants all publicly held corporations, 
and not just those listed on the exchanges, to give more information to share- 
owners, to solicit proxies and be subject to SEC rules. He is talking about un- 
listed companies. That is none of his business. 

Funston’s job is to see that the exchange maintains an open, honest market and 
that the exchange’s member firms and their employees—including customers’ 
men—conduct themselves properly. 


SOME ACTIVITIES A SCANDAL 


One of the scandals in some of these raids on companies with shares listed on 
the stock exchange is the activity of certain customers’ men. Some of them will 
organize a raid with a view to a fast buck for themselves and their followers, in- 
cluding individuals with questionable backgrounds. 

The customers’ men are part of the exchange family. In fact, they have to 
pass an exchange examination before they can handle customers’ accounts. But 
the exchange is doing nothing as to the few who are carrying on what Mr. Funston 
calls morally wrong operations. 


Exuisit No. 297-C 
[From the Commercial and Financial Chronicle, Thursday, July 12, 1956] 


SABOTAGING PrRIvATE CAPITALISM IN WAGING Economic CoLtp War 
By Paul Einzig 


Well-known British economist discerns in the pretended declaration of independ- 
ence by world Communist parties, and the repudiation of Stalinism in the 
U. 8. 8S. R., a Machiavellian technique to disarm the West, and to emphasize 
competitive coexistence which means, for the West, sabotage of private capital- 
ist production by Communists who infiltrate executive and shop-steward posi- 
tions. Dr. Einzig contrasts Communist interference with automation and 
other capital investment in Great Britain with subservience to maximum indus- 
trial expansion in Russia. Attributes British Communist’s popularity with 
rank and file to willingness to press for excessive wage demands and other 
maximum conditions 


Lonpon, England.—The repudiation of Stalinism by the present leaders of the 
Soviet Union, followed as it was by the announcement of some degree of dis- 
armament and by some degree of liberalization in their domestic policies, gave 
rise to a widespread feeling of optimism in the free world. It is now widely 
believed that the Kremlin has really turned a new leaf, and that the tension of 
the cold war has given way to competitive but peaceful coexistence. This feel- 
ing of relief has become further accentuated when, quite recently, various Com- 
munist parties outside Russia repudiated Moscow’s leadership on the ground that 
the present Russian leaders willingly submitted to Stalinism while Stalin was 
alive. Many otherwise intelligent people in Britain and elsewhere have taken 
this declaration of independence of the Communist parties outside the Iron Cur- 
tain at its face value. In reality it constituted a Machiavellian move in the sphere 
of the economic cold war which has largely taken the place of the cold war in its 
hitherto accepted sense. 


COMPETITIVE COEXISTENCE AND LABOR INFILTRATION 


® Competitive coexistence is supposed to be based on the principle of letting the 
better system win. Because of this, since most of us in the free world are con- 
vinced that our system is capable of producing better results, the shifting of the 
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scene of contest from a military and diplomatic sphere to the economic sphere is 
hailed as a change for the better. There would be every justification for such 
optimism if by competitive coexistence the Russians meant nothing more than 
trying to be more efficient in their methods of production and foreign trade. In 
reality they entertain totally different ideas on the subject. 

In addition to the legitimate pursuit of the end of increasing the efficiency of 
production under communism, the Communist leaders seek to win the economic 
cold war by doing their utmost to reduce the efficiency of capitalist production. 
They stand a good chance of achieving this end as a result of their successful 
infiltration in trade unions in democratic countries. Even if the number of 
British trade unions in which they have actually succeeded in gaining full control 
of the executive is small, they have powerful and active representatives on the 
executives of most trade unions. Above all, a large proportion of the shop stew- 
ards, who have a much stronger influence on the rank and file than the union 
officials and executives, are Communists. 

Communists in the trade unions pursue the aims of stimulating to the utmost 
the demands for excessive wages and other costly concessions. It is precisely 
because of the popularity of this attitude that so many workers elect Communists 
as shop stewards. Even though the workers themselves may not be Communists, 
they feel that Communist shop stewards are more likely to press for maximum 
demands than non-Communist shop stewards. 


DELAYS INDUSTRIAL EXPANSION 


The object of the Communist policy of exaggerating wages inflation is, in addi- 
tion to gaining popularity with the men and causing trouble in a general way, 
to delay capital investment in democratic countries. The higher is the propor- 
tion which labor secures out of the proceeds of the output the lower is the propor- 
tion available for reinvestment, either directly by the firms themselves or indirectly 
by the recipients of dividends. Moreover, an exaggeration of the inflationary 
trend compels the Government to resort to disinflationary measures which are 
bound to affect adversely the volume of capital investment. The net result of 
the Communist drive for higher wages is the delaving of industrial expansion and 
modernization in capitalist countries. While in the Soviet Union the trade 
unions are the subservient executors of the official policy aiming at a maximum of 
investment, in democratic countries Communists aim at reducing the extent of 
investment to a minimum. 

In particular, Communist influence in British trade unions aims at delaying 
automation. While in the Soviet Union speedy automation is the declared aim 
Communists in democratic countries denounce automation as a threat to the 
welfare of workers. Insofar as they are unable to prevent it, they inspire 
the trade unions with a determination to fight stubborn rear guard action against 
it. They demand that there must be no dismissals of redundant workers replaced 
by machines, and that any introduction of labor-saving automatic equipment 
must be preceded by consultations between managements and unions. Such is the 
influence of catchwords on public opinion that the idea of preliminary consultations 
has received endorsement in Britain well outside Socialist and trade-unionist 
circles. Government spokesmen repeatedly declared recently that they favor 
preliminary consultations. And a number of Conservative Members of Parlia- 
ment publicly condemned recently the British Motor Corp. for its failure to con- 
sult the unions before dismissing 6,000 men. 

One of the Socialist leaders candidly admitted in the course of a recent Parlia- 
mentary debate that by consultation the unions do not just mean that they should 
be informed in advance, but that they should have a say in the circumstances in 
which dismissals should be made, and indeed, even in the question of whether there 
should be any dismissals at all. Acceptance of this principle would provide an 
excellent opportunity for Communists to work toward the_end of reducing the 
efficiency of the British industries. 


SABOTAGE AND FAKED REPUDIATION 


Surely the efforts to handicap British industrial production goes beyond any 
conceivable definition of competitive coexistence. It is an act of sabotage in the 
economic sphere, The realization of this fact should go some way toward dis- 
illusioning optimists about alleged change of heart in Moscow. It is precisely in 
this respect that the diabolical cleverness of the declaration of independence by 
the Communist parties outside tae Iron Curtain should be recognized. It can 
hardly be sheer coincidence that, many months after the denuniation of Stalinism 
by the present Russian ruler: most Communist parties in Western European 








1716 SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 


countries should suddenly discover at the same moment that Moscow’s former 
acceptance of Stalin has disqualified it from the leadership of the Communist world. 
It seems reasonable to take it for granted that the various Western European 
Communist parties acted on Moscow’s direct orders when repudiating Moscow. 

All this may sound paradoxical. But it is obvious that the repudiation of 
Moscow by these Communist parties is very helpful to Moscow from the point of 
view of the pursuit of the economic cold war. They now can disclaim responsi- 
bility for the policies of these Communist parties to sabotage production in capi- 
talist countries. They are technically in a position to answer any protests, com- 
plaints or criticisms by saying that since Moscow’s leadership has been repudiated 
by the Communist parties of Britain, France, Italy, etc., the Soviet Government 
cannot be held responsible for any policies pursued by these parties in their re- 
spective countries. In the same way, between the wars, the Soviet Government 
always disclaimed responsibility for the subversive activities of the Third Inter- 
national. 

Thus the Kremlin is in a position to pay lipservice to peaceful coexistence, while 
the independent Communist parties outside the Iron Curtain can decide inde- 
pendently of Moscow to pursue policies that happen to suit Moscow’s interests. 
There is no reason whatsoever to imagine for a moment that these Communist 

arties will be any less subservient to the Kremlin than they have been in the past. 

heir pretended independence will become very useful to the Soviet Government. 
It can still claim credit for the peaceful character of competitive coexistence, 
thereby lulling our gullible public into a false feeling of security. At the same 
time it stands a good chance of winning the economic race, not through breeding 
better horses but through doping its rival’s horses. 


ANTI-STALIN OBJECTIVES BEGINNING TO EMERGE 


At last, the object of the perplexing anti-Stalin campaign is now beginning to 
emerge clearly to those who study the situation free of any wishful thinking. 
Moscow would like to induce the democratic world to disarm, so that the Soviet 
Union, too, should be able to make better use of the vast manpower at present 
kept under arms, This end could, of course, be achieved in a straightforward 
way, by making genuine diplomatic concessions, such as a consent to a reunifica- 
tion of Germany, or a restoration of freedom to Poland or Czechoslovakia, But 
the leaders of the Kremlin think that they could achieve the same end without 
having to give up anything they hold, by making a mere gesture of repudiating the 
Stalinite past and promising to turn a new leaf. 

If public opinion in the democratic countries can be misled into accepting that 
gesture, in lieu of genuine concessions, as a token of good faith, the democratic 
governments may find it difficult to resist the pressure of their public opinion in 
favor of disarmament, In that case the Soviet Government could reduce its 
armed forces, and speed up industrial expansion. It is true, with the aid of the 
manpower thus released, the democratic countries, too, would be able to divert 
manpower for productive purposes. But the full use of this manpower could be 
effectively handicapped by the sabotage tactics of the local Communist parties, 
under the cloak of the fiction of their independence of Moscow. 


Mr. Morris. Senator, I would like to offer for the record of the 
Internal Security Subcommittee, and not necessarily for this hearing 
today, seven other items which I would like to go into the record at 
appropriate places. 

ares JounsTon. They will be placed in the record at the proper 
places, 

(In compliance with this order, there appear below (1) a news re- 
lease issued by the subcommittee on July 12, 1956, and (2) a letter 
from Chairman Eastland to Russell C. Harrington, dated July 10, 1956. 
Other documents also ordered into the record are printed with the 
hearings to which they are related.) 


News Reiease From THe Senate INTERNAL SEcurITY SUBCOMMITTEE 


WasuincTon, July 12—The Ford Foundation, which describes itself as an 
agency “to advance human welfare,” has just issued its 1955 report. 





ae 


SCOPE OF SOVIET ACTIVITY IN THE UNITED STATES 1717 


Among the activities listed, to which it gave financial aid, is “‘an extensive pro- 
gram on law and the behavioral sciences,”’ at the University of Chicago. The 
1955 grant was $1 million, supplementing an earlier grant of $400,000. ‘> aa 

Senator James O. Eastland (Democrat, Mississippi) noted that one phase of 
this research program came to the attention of the Senate Internal Security 
Subcommittee, of which he is chairman. 5 

“Since this phase involved the violation of the jury room, for the purpose of 
recording the discussions of the jurymen, the subcommittee felt it should inquire 
into the purpose and scope of this activity,” he said. ‘Accordingly, it took 
testimony from principal participants and has reported its findings, which I am 
making public today. 

“An effort had been made by the university representatives to keep this part 
of their research secret. It was unsuccessful, of course, but the foundation seems 
to be clinging to that policy. It deals with the project with this paragraph: 

“<The * * * study is attempting to gain a factual basis for understanding 
the behavior of juries and their place in American legal structure. It includes 
such questions as the effect on jurors of particular instructions, analyses of the 
methods of jury selections and their effects, comparison of jury trial with bench 
trials and the impact of jury trials in creating an image of justice among jurors, 
litigants, and various sections of the public.’ 

“It is notable that the one controversial phase of the operation, the ‘jury 
bugging’ experiment, is not mentioned. 

“Perhaps the explanation is reflected in the following colloquy between J. G. 
Sourwine, then chief counsel for the subcommittee, and Robert M. Cowger, of 
Topeka, Kans., a trial lawyer in one of the ‘bugged’ cases: 

“Mr. SourwineE. Do you have a present opinion as to whether it is desirable 
or undesirable to permit the recording of the deliberations of a jury?” 

“Mr, Cowcer. My opinion this morning is that it is not desirable.” 





WasHIncTOoN, D. C., July 10, 1956. 
Hon. Russett C. HARRINGTON, 


Commissioner, Internal Revenue Service, 
Washington 25, D. C, 
Dear Mr. Harrineton: I herewith enclose a transcript of the record and a 
report thereon by the Internal Security Subcommittee of the recent investigation 
into the recording of jury deliberations. 


I call your attention to the second recommendation of the subcommittee, which 
reads: 


‘That a copy of the transcript be submitted to the Internal Revenue Service of 
the Treasury Department to determine if use of funds for an interference with 
jury functions is compatible with the conditions under which an organization 
such as the Ford Foundation receives exemption from taxes.” 

On January 9, 1956, I introduced 8. 2887 (to further protect and assure the 
privacy of grand or petit juries in the courts of the United States while such juries 
are deliberating or voting), which passed the Senate and is now before the House 


Judiciary Committee. I am also enclosing a copy of this bill, together with the 
report thereon. 


Very sincerely yours, 
James O. EAstTLanp, 
Chairman, Internal Security Subcommitlee. 

Mr. Morris. That is all I have, Senator. 

(Documents submitted by Mr. Meehan may be found in sub- 
committee files.) 

Senator Jounston. May I again thank each and every one of you 
for giving us this information; and we want to thank you, and if you 
think of anything at any time which might be useful to this subcom- 
mittee, do not hesitate to call us by phone, write, or any other way 
that you see fit. 

Thank you very much. 

Mr. Meenan. Thank you, Mr. Chairman. 

Mr. Morris. Mr. Chairman, the Internal Security Subcommittee 
will meet tomorrow, and the witness is expected to be Louise Berman. 

(Whereupon, at 4 p. m., the subcommittee recessed.) 
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TUESDAY, JULY 24, 1956 


Unrrep Sratres SENATE, 
SUBCOMMITTEE To INVESTIGATE THE ADMINISTRATION 
OF THE INTERNAL Security Act AND OtHeR INTERNAL 
Security Laws, oF THE COMMITTEE ON THE JUDICIARY, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 11 a. m., in the caucus 
room, Senate Office Building, Senator Arthur V. Watkins presiding. 

Present: Senator Watkins. 

Also present: Robert Morris, chief counsel; William A. Rusher, 
administrative counsel; Hubert H. Finzel, special counsel; and Ben- 
jamin Mandel, director of research. 

Senator Watkins. The committee will be in session. 

Mr. Morris, you may call the witnesses. 

Mr. Morris. Mr. Fenton, and your two associates, will you stand 
and be sworn, please? 

Senator Watkins. Do you and each of you solemnly swear that 
the testimony you are about to give will be the truth, the whole 
truth, and nothing but the truth, on matters related to this subcom- 
mittee? 

Mr. Fenton. I do. 

Mr. Apptucate. I do. 

Mr. NrepERLEHNER. I do. 


TESTIMONY OF JEROME D. FENTON, DIRECTOR, OFFICE OF 
PERSONNEL SECURITY POLICY, OFFICE, ASSISTANT SECRE- 
TARY OF DEFENSE (MANPOWER, PERSONNEL AND RESERVE); 
ACCOMPANIED BY ROBERT LEE APPLEGATE, STAFF DIREC- 
TOR, INDUSTRIAL SECURITY PROGRAMS DIVISION, AND 
LEONARD NIEDERLEHNER, DEPUTY GENERAL COUNSEL, 
DEPARTMENT OF DEFENSE 


Mr. Morris. Senator, the subject of this morning’s hearing is the 
inquiry that the subcommittee 1s conducting into the sources and 
origin and nature of foreign capital that the subcommittee has ob- 
served is buying into corporations, generally, and specifically defense 
plants in the United States. The witnesses this morning are from 
the Department of Defense. 

Will you gentlemen identify youselves for the record? 

Mr. Fenton. My name is Jerome D. Fenton. I am Director of 
the Office of Personnel Security Policy in the Department of Defense. 

Mr. Morris. And your two associates? 
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Mr. Fenton. On my right is Mr. ——. 

Mr. Morris. Will you identify yourself personally? 

Mr. App.iecate. I am Robert Lee Applegate, staff director of 
the Industrial Security Programs Division, under the office of Mr. 
Fenton. 

Mr. Morris. And you, sir? 

Mr. NrepeRLEHNER. I am Leonard Niederlehner, Deputy General 
Counsel, Department of Defense. 

Mr. Morris. Now, Mr. Fenton, you have prepared a statement, 
have you not, for the Internal Security Subcommittee in connection 
with this, after having had conferences with members of the staff on 
this subject? 

Mr. Fenton. That is correct, sir. 

Mr. Morris. And you are prepared to read that now, sir, to the 
Internal Security Subcommittee? 

Mr. Fenton. Yes, sir. 

Mr. Morris. Proceed, please. 

Mr. Fenton. Mr. Chairman and members of the committee, I wish 
to thank the committee for this opportunity to appear here today to 
present the Department of Defense’s policy and procedures with 
respect to foreign ownership, control, and influence of United States 
industry as it affects the safeguarding of classified information of the 
Department of Defense in connection with defense contracts. 

Now, I have annexed to my statement the appropriate sections 
of the Armed Forces security regulations that address themselves 
to that subject. 

Mr. Morris. Now, Mr. Fenton, may I break in at that point to 
ask you how and where does information come to the Defense Depart- 
ment to institute an application of these regulations? 

Mr. Fenton. If a company, a corporation, or a partnership, or, 
indeed, an individual proprietorship seeks to be eligible to bid on a 
Department of Defense contract that would involve classified infor- 
mation, the Department of Defense demands, as a condition of making 
that company eligible, an inspection of its corporate books and struc- 
ture to determine, among other things, the opportunity for foreign 
control and ownership. 

Mr. Morris. So, specifically, the Defense Department has in 
mind, when it asks the company to make their books available, the 
Peake that some foreign government or some foreign power may 

e bidding into the work of our vital defense plants? 

Mr. Fenton. That is correct, sir. 

Senator Watkins. How much information would a stockholder in a 
corporation be able to obtain with respect to the operations of a 
defense plant of that kind? 

Mr. Fenton. Would you repeat that? 

Senator Warxins. In other words, would classified information be 
available to them, to the stockholders? 

Mr. Fenton. No; it would not, Senator. The regulations that are 
annexed and the procedures that implement them effectively seal off 
from stockholder-knowledge the nature of the classified information, 
unless the person involved is cleared by the Defense Department. 

In other words, nobody has access or opportunity for access until 
he is first investigated and cleared by appropriate standards. 
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Senator Warkxins. In other words, if you found that the corpora- 
tion was controlled by stockholders who might be adverse in their 
feelings toward the United States and its security or defense program, 
that corporation would not get the business; would that be right? 

Mr. Frenron. The mere fact of ownership of securities in itself 
would not be fatal to the eligibility of a corporation for clearance, 
because, I would suggest offhand, that perhaps every American cor- 
poration has some foreign ownership in it. I cannot think of an 
American corporation that would not have some foreign stockholders. 

Mr. Morris. Mr. Fenton, though, if the stockholders who control 
articular corporations are in fact foreign in nature, it would be a 
little bit unreal to presume, would it not, inasmuch as they control 
the corporation, that if the principal officers have been cleared to have 
access to our defense secrets, that they, controlling the corporation, 
would not have access to what their officers know? 

Mr. Fenton. I thought the Senator was talking about the general 
idea of perhaps small shareholders that could be foreigners. 

Mr. Morris. It could be, Mr. Fenton. I was just developing the 
point a step further. Suppose the shareholders, instead of being a 
minority, are in fact the controlling interests of the corporation, and 
these stockholders are the men who have elected the directors, who 
have chosen the officers, which officers have been cleared; now, is it 
not a little bit unreal to assume that the officers, who have been 
cleared and have access to the information, are not imparting that 
information to the people who actually, de facto, control the cor- 
poration? 

Mr. Fenton. I do not think it is too unrealistic. We address our- 
selves to the protection of the information. We protect that informa- 
tion by assuring ourselves that if there is some foreign ownership, 
there are no nominees on the Board of Directors, no officers selected 
by the foreign-held bloc, no key employees selected by the foreign bloc. 

Every officer, employee, and director is cleared by the Defense 
Department after a painstaking investigation. They in turn norm- 
ally must be, usually, citizens of this country. 

So the mere fact that there is some foreign ownership per se does not 
create a situation where a corporation w ould not be eligible. How- 
ever, the fact of foreign-held stock in a large block is a fact that gives 
us great pause and makes us exercise very careful scrutiny before we 
grant clearance. 

Senator Warxins. May I ask you this question, then? How do 
you get along with foreign corporations under the off-shore- -procure- 
ment program that you now have for manufacturing defense items 
in foreign countries? 

Mr. Fenton. Do you have reference, for example, Senator, to 
corporations that operate abroad or domestically? 

Senator Warxins. I mean the ones that operate abroad. For 
instance, you have offshore procurement in France, Great Britain, 
Belgium, Holland, and Italy, and numerous other foreign countries 
that are friendly tous. I understand that contracts have been let by 
the United States for the manufacture of defense implements and 
implements of war. 

Mr. Fenton. I think Mr. Applegate, on my right, will address 
himself to that question. 
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Senator Warxins. That, to me, is rather interesting. As a matter 
of fact, this offshore-procurement program is now under fire on the 
Senate floor. It was severely criticized the other day, as I remember 
it, by Senator Russell. 

What have you to say about that? You are allowing foreign 
corporations that are completely owned and dominated by foreigners 
to manufacture defense material? 

Mr. AppLecare. Senator, first we must make a distinction between 
the different kinds of procurement. You have unclassified procure- 
ment. That is one thing. What we are talking about is classified 
procurement. 

Senator Warxins. That is why I am asking the question. I 
wanted you to bring that out, for whatever it might be worth. 

Mr. Appiecate. As a policy, all three military departments hold 
to an absolute minimum any classified procurement that has to be 
effected overseas or in some offshore establishment. We avoid it as 
carefully as we possibly can. 

In those few instances where it is not possible, however, access to 
classified information is granted on a need-to-know basis and on a 
specialized basis, as it applies to only the one contract that may be 
involved. In other words, we do not grant these offshore contractors 
a clearance in the same sense that we grant a clearance to a United 
States contractor. 

Senator Watkins. In other words, they manufacture unclassified 
materials; is that right? 

Mr. AppLecate. Yes. In general, most of our procurement is of 
that nature. But in the little bit of classified material that we do 
effect overseas, we do not grant a clearance in the normal sense that 
we grant a clearance to a United States contractor. 

Senator Warxins. There is a distinction? 

Mr. APPLEGATE. Yes, sir. 

Clearance in this country of a United States contractor makes it 
possible for him to do classified business with any 1 of the 3 military 
departments, but this granting of access in a special case to an offshore 
contractor is only a special grant by 1 Secretary, the Secretary that 
happens to be concerned, and does not involve the interests of the 
other 2 departments. They would have to make that determination 
separately and on an individual basis, if that situation ever arose. 

Senator Warxins. I do not care to pursue this further at the 
moment. I have to leave to go to the Senate floor. But I would like 
to ask you this question. Suppose a foreigner who is a stockholder 
in a defense corporation that has defense contracts of a classified 
nature insists upon the stockholders’ rights to go in and inspect the 
plants and see what they are doing. Now, what do you do about a 
situation of that kind? 

Mr. Frenron. We see to it, by corporation resolution, that no such 
visitation is allowed. That is a condition of securing eligibility for 
clearance and for maintaining the right to work on classified informa- 
tion. If the corporation is unwilling to foreclose its stockholders 
effectively at our say-so, that corporation will not get a clearance. 

Senator Warkrins. You understand that stockholders have a cer- 
tain right of inspection of the operations of the corporation. In fact, 
they have a right to see the books. 
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Mr. Fenton. I understand that, Senator, but the information in 
their hands, that we place there, is not proprietary to the corporation. 
It is our information, and they are simply the trustee-custodian of 
that, and we can prohibit and inhibit the surveillance of that informa- 
tion in any manner that is in keeping with the security of the Nation. 

Senator Warkrins. I posed the question purposely to see how you 
took care of that. 

Mr. Frenron. The corporations sometimes chafe at the limitation, 
but it is our information, and our policy is nonetheless very firm, that 
they have no proprietary interest in it. 

Senator Warxkrns. You have an effective means of taking care of the 
situation that I posed? 

Mr. Fenton. Within the limits of how far we can and do and want 
to trust our own American citizens, and we think they are trust- 
worthy people. 

Senator Warkins. Mr. Morris, I indicated that I have to go to the 
Senate floor. I am sorry that I cannot stay and hear this discussion, 
because I am sure I would be very much interested in it. 

Mr. Morris. Mr. Fenton and his associates, Senator, will want to 
finish the reading of their statement here, and we will have a few 
questions on it. 

Thank you, Senator. 

Senator Warkins. You may go forward with the examination. 

Mr. Morris. Proceed, Mr. Fenton, please. 

Mr. Fenton. The regulation that is annexed to my statement sets 
forth the procedures and practices to be followed in making a determi- 
nation of eligibility for a facility security clearance. Such a clearance 
is an administrative determination that, from a security viewpoint, 
a facility is eligible for access to classified information of a certain 
category—and all lower categories. This clearance is not granted toa 
facility when it is found that foreign ownership, control, or influence 
is such that the probability exists that the security of classified infor- 
mation may be compromised. 

Now, I pause there to emphasize that that is the acid test that 
applies throughout. To put it differently, if foreign ownership, con- 
trol, or influence would suggest that information might be compro- 
mised, such a corporation will not get a clearance. They will be 
declared ineligible. 

Mr. Morris. Now, Mr. Fenton, would it be appropriate at this 
time, or shall we save the question until later, to ask you how you 
determine whether or not foreign ownership does in fact exist? 

Mr. Fenton. I would like to come to that later, if I may. 

In arriving at a finding of whether such foreign ownership, control, 
or influence exists, consideration is given to the criteria of distribution 
of voting rights, corporate structure, administrative practices, appoint- 
ment and tenure of officers, employment of aliens, foreign officers 
and directors, visits of foreign representatives, financial backing, and 
all other factors of influence or control. This is applicable to all forms 
of business organizations, including universities and colleges. 

The above-listed criteria, for the most part, are self-explanatory. 
However, for the sake of clarity I would like to discuss how distri- 
bution of voting rights, corporate structure, and administrative prac- 
tices may affect the determination that foreign ownership, control, or 
influence exists which would probably result in a compromise of the 
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security of classified information in possession of the facility. 

Foreign nationals, even though controlling only a small number of 
shares of capital stock of a corporation, may assert influence in select- 
ing members of the board of directors and officers of a corporation 
simply because their stock is voted as a bloc. It is possible that, 
through the acquisition of as little as 15 percent of the voting stock 
in any large corporation with widespread stockownership, one could 
assert absolute control over that corporation. 

Ownership, control, and influence in the corporate structure of a 
company may be achieved by devices such as interlocking directorates, 
holding companies, and trust arrangements. 

1. Interlocking directorates: An examination of corporate records 
may reveal that individuals on the board of directors of a United 
States company are also members of the board of directors of foreign 
corporations engaged in the same type of business and desirous of 
learning about United States classified information. 

2. Holding companies: The principal purpose of a holding company 
is to own the stocks or securities of other companies and, through the 
exercise of voting rights, control their management. Thus a holding 
company could direct a United States company, through control of 
management, to furnish classified information to its controlled foreign 
facility. 

3. Trust arrangements: Under a trust arrangement foreign nationals 
may place in trust to a United States bank or holding company the 
voting stock in a United States company owned by them. Under 
such circumstances, the extent such foreign nationals could effect the 
trustee’s influence or control of the United States corporation must be 
determined. 

Furthermore, it is necessary to explore the administrative practices 
of the company in order to determine the effect of licensing agree- 
ments, patent control, interchange of trade secrets, cartels, or other 
collaborative practices. The extent of international cooperation 
between businesses is an important factor in determining foreign 
influence on United States facilities. 

Now, if an adverse finding is made, an adverse finding as to one 
factor alone, when evaluated against a favorable finding with respect 
to all other factors, may not be controlling in a determination that a 
facility security clearance should not be granted. It is possible that, 
lange an officer or director of a company is a foreign national, he 
may not be in a position to affect adversely the facility’s security 
policies or practices and he may be effectively denied access by the 
company to all classified information. Similarly, in those instances 
in which an employee of the company is an immigrant alien, the 
results of the required special investigation and the company’s action 
denying such an individual access to classified material may be 
sufficient to allow the facility a security clearance. 

We come now to the factor of review. If the cognizant military 
department determines that foreign ownership, control, or influence 
is not present, a facility security clearance may be issued provided 
the facility is otherwise eligible. In the event of an adverse finding, 
the case must be referred to the Secretary of the cognizant military 
department for review and decision. If the Secretary of the military 
department issues an adverse decision, the facility is ineligible for a 
security clearance and the matter is closed. Should the Secretary 
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determine in favor of the facility, he can, with the concurrence of the 
Secretaries of the other two military departments, grant the facility 
a security clearance. If either Secretary of the other two military 
departments nonconcurs, the facility is ineligible for a security 
clearance. 

There is one exception which makes possible the use of ineligible 
foreign owned, controlled, or influenced facilities for classified con- 
tracts. Such a facility may be used as a source of material or services 
upon a finding by the Secretary of the military department concerned 
that there is an impelling need for such material or services, and that 
there is no clearable facility capable of providing such within the neces- 
sary time limitations. The use of a facility under such circumstances, 
nevertheless, does not constitute a facility security clearance nor does 
it authorize the disclosure of any classified information except that 
related to a special contract, and such release is not binding on any 
other military department. Furthermore, unless otherwise agreed to, 
such release cannot involve classified information of any other military 
department. 

With that statement, 1 have attempted to present in broad sweep 
the Department’s procedures for determining eligibility for an indus- 
trial security clearance where a facility located within the United 
States is under foreign ownership, control, or influence. I shall be 
glad now to try to answer any further questions that the committee 
may have. 

Mr. Morris. Mr. Fenton, I have just a few questions. 

Precisely how would you determine whether or not voting stock is 
held by a foreign interest? 

Mr. Fenton. We would have some difficulty in a definite ascertain- 
ment. But here is what we do about that: 

If a company seeks to be eligible for a facility clearance, the Depart- 
ment of Defense insists upon looking at its books and corporate 
structure. If the books reveal that there is a block of stock held by 
undisclosed principals or nominees, we insist upon the corporation 
telling us who owns that stock. If they either decline to tell or are at 
all difficult about it, we simply stop the processing right there and will 
carry it no further. 

If they disclose that the stock in question is held by a foreign inter- 
est, we then probe further in the manner I have outlined in my state- 
ment. It is fair to say, however, that not infrequently the corporate 
records will not disclose, nor will the corporation itself know, neces- 
sarily, that a component of stock is held by foreign nationals. 

Mr. Morris. One thing that has occurred to the committee, 
Mr. Fenton—and you have just stated it in the last part of your 
answer—is that very often a corporation does not know who holds the 
stock in its corporation. 

Mr. Fenton. That is correct. 

Mr. Morris. Now, we have noticed that particularly in Switzer- 
land, unlisted accounts in Switzerland have been buying into many of 
our industries, including our defense industries. 

Now, the officers of the corporation, if they make an effort to find 
out from the Swiss banks or the Swiss accounts the identity of the 
sources, find they are up against a regulation in Switzerland which 
forbids the Swiss authorities from disclosing the identity of the 
holders of the stock. 
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@ Now, if the corporation cannot find out the ownership of the stock, 
how can it, therefore, give you the identity of all its stockholders? 

Mr. Fenton. It cannot, and we suffer from the same limitation. 

Mr. Morris. That mere fact alone that a large bulk of its stock is 
unknown, the ownership is unknown, or anonymous, that of itself 
would not make the company ineligible, would it, for access to defense 
secrets? 

Mr. Fenton. It might. 

Mr. Morris. In other words, it is just one of the factors? 

Mr. Fenton. That is correct. 

Mr. Morris. Thank you very much, Mr. Fenton. 

Mr. Finzel has prepared some questions, Mr. Fenton. I wonder if 
you and the two gentlemen with you are prepared to answer his 
questions at this time. 

Mr. Fenton. We would be glad to, sir. 

Mr. Finzev. Is any clearance required of company reports, 
brochures, et cetera, to the stockholders as to the nature of the 
defense work done by the reporting company? 

Mr. Fenton. We have vo routine procedure for a preaudit or pre- 
examination of that type of report. However, the regulations pro- 
vide against disclosure of classified information by any method, 
whether it be the annual report or special report. So I do not think 
that any preaudit would be of any interest to us at this particular 

oint. 
' Mr. Frnzeu. But none is made? 

Mr. Fenton. None is made in fact. 

Mr. Finzeu. Is there any inspection by the Defense Department 
of company records at the office of the parent organization or the 
participating subsidiary in defense contracts? 

Mr. Fenton. Yes, sir; there is. We insist, as a condition of 
making the corporation eligible, that it give us full disclosure of all 
its corporate records, including the stock ownership, the names of 
the members of the boards of directors, the names of the corporate 
officers, and other key officials. 

They are under continuing responsibility to let us know of changes 
in those officers and designations, or changes in stock ownership of 
any sort or substance in this area of interest. 

Mr. Finzevt. The company is under the responsibility to continu- 
ously advise the Defense Department? 

Mr. Fenton. That is correct. 

Mr. Finzeu. But does the Defense Department make unscheduled 
or periodic inspection trips to the company’s books and records? 

Mr. Fenton. I do not think there is any unscheduled sudden, 
thrust-type business, because none is usually called for, although if 
there is any suggestion, from whatever source, that there may be a 
change of the sort I have indicated, and nondisclosure our people 
would certainly bounce into that picture and make an inspection. 

Mr. Finzev. How about the right of a stockholder to inspect com- 
pany records at any time? 

Mr. Fenton. We, of course, do not intrude upon the normal 
relationship of stockholder and company. However, the classified 
information that we turn over to a corporation remains the property 
of the Government, and the corporate enterprise, as such, has no 
proprietary interest in it, and therefore, we hedge in that information 
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so that there is no disclosure of an authorized nature to other than 
persons who are investigated and cleared by the Defense Department. 

So the mere fact of stock ownership would not enable the stock- 
holder to look at that particular information. 

Mr. Finzet. Would you recommend any type of control for this 
type of information? 

Mr. Fenton. I certainly think that full disclosure to the corpora- 
tion of who owns its stock would be helpful to everybody concerned, 
including the Department of Defense. 

Mr. Finzex. Should it be the management’s responsibility to deter- 
mine what degree of foreign ownership of their company constitutes 
a threat to ther m, or should it be the responsibility of the Department 
of Defense? 

Mr. Fenton. We are disposed to keep that responsibility focused 
in the corporation management. We think it is better policy through- 
out. We feel that responsible management, consisting of loyal 
American citizens—that that is where the responsibility lies, and in the 
light of the fact that the number of corporations is gigantic, we could 
not, in the nature of things, carry on a police function, if you will, in 
what is otherwise a commercial enterprise, over letting out contract 
work. 

Mr. Finzev. You do believe that the corporations are entitled to 
know the true identity of their fellow stockholders, do you not? 

Mr. Fenton. That seems logical to me, sir. 

Mr. Finzex.. Newspapers recently reported that the Serge Ruben- 
stein estate, probated in New York, had several million dollars in 
Douglas Aircraft stock registered in fictitious or street names. Has 
this type of ownership posed any threat to the Defense Department’s 
security operations? 

Mr. Fenton. I am not familiar with all of the facts of the Ruben- 
stein matter. I would hasten to add, however, that the Department of 
Defense, in its regulations and its contracts with corporations having 
cleared facilities, looks to the corporation. We clear the officers. 
We clear the directors and we clear the key employees. 

We require that the corporate records and the methods insure 
against disclosure of information to anybody not cleared, and that 
would include persons who are undisclosed principals of Serge Ruben- 
stein or anybody else. 

Mr. Finzex. Does the Defense Department follow the buying or 
selling of stock in American corporations with foreign funds in any 
manner? 

Mr. Fenton. Would you repeat that, Mr. Reporter? 

(The question was read by the reporter.) 

Mr. Fenton. We have no prescribed routine. We take no affirma- 
tive action in that direction. I would advert again to the fact that we 
require the corporation’s reporting of any such change in ownership 
that would come to their attention. 

Mr. Fryzzu. Is any information furnished to the Defense Depart- 
ment by the Securities and Exchange Commission, the Commerce 
Department, or the Federal Reserve banks on a daily, monthly or 
weekly basis? 

Mr. Fenton. No, sir; there is no standing arrangement that 
contemplates that type of channeling of information. 
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Mr. Fryzxu. Is any check made with sources of foreign investment 
capital in the United States by the Defense Department? 

Mr. Fenton. No, sir. We do nothing affirmative in that direction. 

Mr. Frnzeu. Are any present foreign corporations holding American 
contracts? 

Mr. Fenton. We must make a distinction there. There are foreign 
corporations that have defense work. It does not matter much to us 
who makes, for example, quality socks, in terms of security. 

Mr. Finzeu. No. 

Mr. Fenton. However, if the work performed is of a classified 
nature, the answer to your question is, ‘“There are none.”’ 

Mr. Frvzex. Could you give us the countries involved of the 
foreign corporations participating in our defense effort? 

Mr. Frenton. Are you speaking of cleared facilities, sir? 

Mr. Finzezt. Yes, sir. 

Mr. Fenton. The answer to that is ‘‘None.” 

Mr. Finzeu. None. And the other? 

Mr. Fenton. I would have no information on that, but it is fair to 
say that there are a few in the Canadian and United Kingdom area 
that do participate in defense contracts of a nonclassified variety. 

Mr. Finzzex. Do you have any Swiss companies participating in 
defense contracts? 

Mr. Fenton. Not that come to my mind; no, sir. 

Mr. Frnzev. Are there any funds or companies from behind the 
Iron or Bamboo Curtains now, or in the recent past, participating in 
defense work? 

Mr. Fenton. Not that we are conscious of; no. 

Mr. Finzzev. Does the Defense Department take any periodic 
census of foreign stock ownership by companies holding defense 
contracts? 

Mr. Fenton. No, sir. 

Mr. Finzreu. Does the Defense Department have any companies 
participating in defense work whose stock ownership may be held in 
the names of Swiss or Canadian banks or holding companies? 

Mr. Fenton. That condition could exist, but it does not exist to 
our knowledge. In other words, we look to the corporation to dis- 
close its ownership, and to the extent that they do not know, neces- 
sarily we do not know. 

Mr. Frnzeu. In other words, the Defense Department does not 
identify the true ownership beyond the listed bank or stockholder? 

Mr. Fenton. That is correct. 

Mr. Finzev. Do you have any total, in dollars, of defense contracts 
held by foreign firms, banking interests, et cetera? 

Mr. Fenton. No, sir; we do not have that figure. 

Mr. Fryzev. And therefore you would have no breakdown by coun- 
tries or areas? 

Mr. Fenton. That is correct. 

Mr. Frnzev. Are there any figures or estimates of American com- 
= financed in any degree with foreign funds engaged in defense 
work? 

Mr. Fenton. Are you speaking of cleared facilities there in con- 
trast to the more routine type? 

Mr. Frvzev. Yes. 

Mr. Fenton. Would you put the question again? 
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Mr. Finzeu. Yes. Are there any figures or estimates of American 
companies financed in any degree with foreign funds engaged in de- 
fense work? And you said “general or cleared facilities.’ 

Mr. Fenton. And you are addressing yourself to cleared facilities? 

Mr. Fivzeu. Yes. 

Mr. Fenton. I said, I think, earlier in my estimony, that a large 
number of American corporations have some foreign ownership, 
known or unknown. I cannot think of any of the greater American 
corporations that do not have some foreigners among their stockholders 
and those major corporations do have classified work. 

However, when it comes to a substantial bloc of such stock, foreign 
owned or controlled, we are not aware of any such company that has 
classified work in this country. 

Mr. Finzeu. Do you regard full disclosure of the identity of the 
actual and beneficial owners of industrial enterprises engaged in 
national defense work, necessary? 

Mr. Fenton. I said, it is highly desirable. 

Mr. Finzeut. Would you recommend full public disclosure of all 
parties directly or indirectly interested in or connected with such 
foreign ownership? 

Mr. Frnron. Insofar as those factors have a bearing upon security, 
the answer to that would be “Yes.” 

Mr. Frvzeu. Will you indentify any group or groups in any manner 
or method presently giving you concern or posing a threat to the 
national security? 

Mr. Fenton. I have no such group in mind, sir. As you know, 
there are a number of companies that are highly respected throughout 
the world and who did, in fact, play a part in making our country 
what itis. The old historic Crown-chartered companies that founded 
the United States are still in existence in one form or another, and 
many of them have, in past wars, aided this country materially in the 
production of vital materials. Those companies still exist. 

Mr. Morris. Mr. Fenton, may I ask a question at that point? 

Mr. Fenton. Yes, sir. 

Mr. Morais. Now, in determining whether or not foreign owner- 
ship exists, what do you look to? For instance, very often the pro- 
cedure will be that there is an account in a Wall Street brokerage 
concern, an unnamed account, or it could be an account in a Street 
name. 

an do you look beyond that in determining the ownership of the 
stoc 

Mr. Fenton. We do not look beyond that as an affirmative matter, 
but if we have any doubts about it, we simply will not process the 
company for clearance. 

Mr. Morris. I see. 

Now, what percentage of stock do you generally find in defense 
industries is held in Street names? 

Mr. Fenton. I do not have any figures on that, sir. 

Mr. Morris. Very often, even though that would be nominally 
bought through an American broker, that, in fact, could be stock 
owned by a foreign source, could it not? 

Mr. Fenton. It could very well be; yes, sir. 

Mr. Morris. And really, as a practical matter, there is no way of 
determining whether or not there is a large or a small percentage of 
foreign holdings in any particular corporation; is that not so? 
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Mr. Fenton. That is so. 

Mr. Morris. And you feel, do you not, that there should be some 
kind of regulation or some kind of law passed which would enable 
the Defense Department, in your case, to learn more about the iden- 
tity of the persons buying into defense plants generally? 

Mr. Fenton. That would materially assist us; yes, sir. 

Mr. Morris. Have you anything else, Mr. Finzel? 

Mr. Frivzev. Just this: Do you have any recommendations or 
suggestions to strengthen our national security in this respect? 

ir. Fenron. Other than complete identification of foreigners who, 
in fact, have stock of a more than nominal variety or volume, I think 
it would be very helpful if we have that information. 

Mr. Finzet. I have no more questions. 

Mr. Morais. Are you going to give us any affirmative testimony, 
Mr. Applegate? 

Mr. AppLecatr. None. 

Mr. Morais. Or you, Mr. Niederlehner? 

Mr. NIEDERLEHNER. No, sir, I have none. 

Mr. Morris. Senator Watkins, who had to go over to the floor to 
vote, wanted me to thank you for your appearance here today and 
for the very helpful information that you have given the subcom- 
mittee on this particular problem which the subcommittee is now 
exploring. Senator Watkins would like to thank the three of you 
gentlemen for your appearance here today. 

Mr. Fenton. Thank you, sir. 

Mr. Morris. I would like the record to show in connection with a 
story that appeared over the weekend, the fact that this subcommittee 
has issued more than a score of subpenas to individuals, to industrial- 
ists, particularly industrialists, who are considered by the subcom- 
mittee to be a possible source of information on this subject. 

Now, the subcommittee has not disclosed the names of those people 
and in fact it is making great effort to conceal the identity of these 
people, just on the general theory that the names of the industrialists 
coming out might possibly be misinterpreted when those facts are 
revealed. 

Now, as these witnesses appear—and these people will be able to 
appear personally—the nature of their appearance and the relation- 
ship of them to the committee will be understood. 

In this connection, it was revealed that Mr. Leopold Silberstein 
has been subpenaed, and the fact of the matter is, the subpena was 
issued on June 12 and served on June 14 for his appearance before 
the subcommittee on July 2. 

Now, the subcommittee has not, however, been able to hear Mr. 
Silberstein, because witnesses such as the witnesses this morning 
have had to testify. 

But again, the committee wants to point out that these people 
are being served as a source of information in this inquiry. 

Thank you very much, Mr. Fenton. 

Mr. Fenton. Thank you, sir. 

(Whereupon, at 11:45 a. m., the subcommittee adjourned.) 

(The following story of Mr. Fenton’s testimony, from the Wall 


Street Journal of July 25, 1956, was later ordered printed in the 
record:) 
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[From the Wall Street Journal, July 25, 1956] 
Fuut DiscLosurE UrGEpD or ForEIGN Houpers IN Firms Doine Secret Worx 


DEFENSE AIDE TELLS SENATE UNIT AGENCY CAN’T BE SURE OF INVESTORS’ 
IDENTITIES 


By a Wall Street Journal staff reporter 


WasHINGTON.—A top Defense Department official reeommended Federal action 
to require full disclosure of the identity of foreign investors in United States 
enterprises doing secret defense work. 

Jerome D. Fenton, Director of the Pentagon’s Office of Personnel Security 
Policy, told a Senate Internal Security Subcommittee the Defense Department 
has no way of knowing for sure the identity of all foreign investors in such 
American concerns. 

He said, however, the Pentagon knows of no companies doing classified defense 
jobs in which substantial blocks of stock are owned by foreign nationals. Fenton 
described to the committee the complex security controls designed to prevent any 
classified data from going to foreign stockholders in American companies. 

Foreign investments in United States companies recently have come under 
widespread scrutiny. Besides the Internal Security Subcommittee, the Senate 
Banking Committee and the Securities and Exchange Commission are investi- 
gating the matter. 

Chief reason behind the studies: Swiss and Canadian banks and United States 
brokers, in some cases, have refused to divulge the identity of foreign investors 
investing money in American corporations. At present, no law or SEC regulation 
requires such information to be disclosed. 


Some firms lack data 


Mr. Fenton told the subcommittee the Defense Department relies on the 
corporations it does business with to tell the Pentagon of foreign ownership. But 
when a corporation can’t find out itself the Defense Department is also unable 
to learn the identity of foreign investors. He said this might prevent an American 
concern from doing classified defense work, but is not an automatic bar against 
such work. 

‘Full disclosure to the corporation of who owns foreign-held stock,’’ Mr. Fenton 
declared, ‘‘would be helpful to all concerned.” 

The Defense Department official testified that clearance to do classified defense 
work “‘is not granted to a facility when it is found that foreign ownership, control, 
or influence is such that the probability exists that the security of classified infor- 
mation may be compromised.” 

Mr. Fenton said the mere fact of foreign stock ownership is not too important. 
He said the Pentagon makes sure that key employees, officers, and nominees to 
the board of a company that wants classified defense contracts are United States 
citizens. 

Security checks run 


In addition, he testified, the Defense Department runs security checks on these 
American officials and keeps careful scrutiny to make sure they don’t give foreign 
investors any classified information. The corporation, he said, is forbidden to 
show classified data to these foreign investors, and in some cases the foreigners 
may be denied visas to come to the United States to study the concern’s books. 

Committee Counsel Robert Morris officially confirmed that the committee has 
subpenaed Leopold Silberstein, German-born New York financier who controls 
Penn-Texas Corp., to testify sometime in the future. 

Mr. Morris stressed that Mr. Silberstein was not himself an object of inquiry 
but was being summoned as a possible source of information on foreign investors 
in United States concerns. The counsel said more than a score of subpenas have 
been issued to American industrialists. 
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